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The Liberal Spirit 


By DOROTHY THOMPSON, Publicist 
Delivered at the 169th Annual Banquet of the Chamber of Commerce of the State of New York 


at the Waldorf-Astoria Hotel, 


T THE Herald Tribune conference a few weeks ago, 
the case for Italian Fascism was presented by the son 
of the great Italian poet, Mr. D’Annunzio. He 

opened his address by the categorical remark: ‘Every vital 
political movement in the world today is anti-liberal.” 


The candor of this remark, and, indeed, the candor of 
the whole speech made a great impression on me. For Mr. 
D’Annunzio was honest enough to put his finger precisely on 
the issue. He did not present fascism as the antithesis to 
communism. He presented it as the antithesis to liberalism. 
His argument was that liberalism is already dead, that it is 
merely an inconvenient corpse lying around awaiting burial, 
and therefore the only choice for the intelligent person to 
make is whether he wants collectivism in the form of com- 
munism or collectivism in the form of fascism. 


On the same platform Mr. Auhagen, who presented the 
case for German National Socialism, made the statement, 
“National Socialism is anti-democratic.” But it was clear 
that he, too, meant that national socialism was the antithesis 
of liberal democracy. He must have meant that, because other- 
wise he would have been contradicting his ‘“Fuehrer,” and 
that is something that is not done. For all the new forms of 
states, which have come into existence in the last decade and 
a half as substitutes for the constitutional, or parliamentary 
state, claim to be democracies. In 1933, 1 remember, Mr. 
Hitler said that “Germany under National Socialism is the 
purest democracy in the world today. For nowhere in the 
world is so great a percentage of the people behind the es- 
tablished government and its Leader.” Mussolini in a speech 


The speech, printed in Vital Speeches November 15th 
issue by Professor W. F. G. Swann, was delivered at the 
inauguration ceremonies of Gordon Keith Chalmers as presi- 
dent of Kenyon College, Gambier, Ohio. 


New York, November 18, 1937 


which he made a few weeks ago in Berlin said almost exactly 
the same thing. 

And in Russia the claim is made that the Soviet Govern- 
ment is the only true democracy. The argument is based on 
the thesis that the political state is, by its nature, merely the 
organ of powerful economic interests; that there can be no 
real political democracy without economic equality ; and that 
therefore Russia, where alone the means of production are in 
the hands of the peoples’ state, is the only true democracy. 

I am not going to discuss this evening the merits or de- 
merits of fascism and communism beyond calling attention to 
the fact that both of them call themselves democracies—true 
democracies, modern democracies, or economic democracies. 
Fascism rests its claim on the basis of having a mandate from 
the majority to rule. Both Mussolini and Hitler claim to be 
the incorporated will of the people. Hitler, at least, has re- 
peatedly subjected his major policies to popular plebiscite by 
secret ballot. And if we admit that a plebiscite taken under 
a one-party system, with the government enjoying a monopoly 
of the press and radio, and conducting a tremendous propa- 
ganda with the money of the taxpayers, and with terror and 
espionage as constant accompaniments of every activity of 
life—if we are to admit that a vote taken under such cir- 
cumstances constitutes the will of the majority, then the 
claim of fascism to be some sort of a democracy may be 
accepted. 

And, similarly, if a society in which all men are equal 
by virtue of nobody owning anything beyond his personal be- 
longings is democracy, then Russia is some sort of a democ- 
racy. For it is perfectly true that in Russia nobody owns 
anything and everybody is poor, and the total wealth of the 
country—its producing power—is consolidated in a great 
holding company of interlocking state trusts with its entire 
control vested in the hands of a bureaucracy of self-appointed 
officials, who control the lives and work of every citizen, who 
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issue or withhold work cards which are sentences of life or 
death. And although nobody owns anything, and nobody 
enjoys a vast income—although from time to time certain 
officials enjoy all the perquisites of a great income—yet the 
inequalities in such income as exists are fully as great as 
those in this country. The span between the wage of a com- 
mon worker and a Stakhanovite, one of the aristocracy of 
speeders, is greater than the span between the income of an 
unskilled man and a skilled tool maker in General Motors; 
and the span between the incomes of the workers and of the 
managerial class is fully as great there as that here. 

It has been a common phrase of agitators against liberal 
democracy that in a capitalist society freedom is only freedom 
to starve, but it is also true that in the western world, even 
in these profoundly disorganized times of the last ten years, 
the only place where any considerable number of people have 
starved to death was the Soviet Ukraine, one of the world’s 
richest granaries, where five million people perished from 
hunger for the sake of a political policy in 1931 and 1932. 

But it is clear that amidst all these states that call them- 
selves democracies it is necessary for us to redefine what we 
mean by the word. And we mean, of course, that form of 
government which, with certain modern and historical varia- 
tions, exists in this country, in Great Britain, and in France, 
and in many of the smaller western sectinns—in the Scandi- 
navian countries, in Holland and Belgium, and in Czecho- 
slovakia. By democracy we mean parliamentary and consti- 
tutional government, civil liberties, and—as the evolutionary 
process has developed—a mixed system of public and private 
enterprise. It is against this system, as a system, that the 
radicals of the right and the radicals of the left are launching 
their attacks, and incidentally, perhaps it is because these two 
sets of radicals hate each other so bitterly that they have 
come to look so much alike. There are a number of ways in 
which communists and fascists are exactly alike; both are 
fanatics; both are careless about human life; both believe in 
terror; both scoff at civil liberties; and both are people with 
whom one cannot converse. They have found the truth and 
the truth has made them God-awful bores. 

Now, before we begin to get the jitters and look under 
the bed every night for a red or a black or brown-shirt there 
are a few things to bear in mind. Liberal democracy has so 
far survived all the assaults against it in all countries where 
it really has roots. Italy only became a nation in the last half 
of the nineteenth century. Germany first became united in 
the Franco-Prussian war, which many people still alive can 
remember. Russia was a feudal absolutism until 1917. The 
government of Austria was best described by Metternich: 
absolutism tempered by “schlamperei.”” Absolutism tempered 
by slovenliness. The most prosperous nations in the world 
today are still all liberal democracies; the most prosperous 
meaning those with the highest standard of living for the 
common man. The new mythology attributes this to the fact 
that they are “have” nations, while the new dictatorships are 
“have nots.” 

The statement is one of those constantly reiterated shib- 
boleths that will not stand the test of investigation. From 
the viewpoint: of natural resources the United States and 
France are perfect types of “have” nations, yet the greatest 
industries of even this country—motors, for instance—depend 
upon essential raw materials not to be found here at home. 
Rubber, for instance. And Great Britain is, from this stand- 






point, the leading “have not” nation in the world. Forty-two 
million people are gathered together on a highly exposed little 
island, where, if blockaded, they would starve to death in a 
fortnight. Her commonwealth consists of completely sover- 
eign states with whom she can have preferences only accord- 
ing to treaties, and she enjoys no monopoly in any of her 
colonies. Japan, for instance, sells more goods to India than 
England does. Germany is not poorer than she was in 1914, 
but in many respects richer because technology has given her 
prodigious new resources at home. On less land than she 
possessed before the war Germany today can and does grow 
far more food than then because of discoveries in agro-biol- 
ogy. Where she used to have to send to Chile for soil-build- 
ing nitrates, today she distills them out of the air—largely 
because of the discoveries of a German Jewish scientist, Fritz 
Haber, whom a grateful nation drove into exile to die. In a 
world in which one makes stockings out of trees and rubber 
out of acetylene gas, and in which no single nation however 
rich contains all the resources necessary for its industry, the 
talk of “haves” and “have nots” is meretricious. Economic 
nationalism is not the result of national impoverishment. Na- 
tional impoverishment is the result of economic nationalism. 
And economic nationalism is the result first, of too greedy 
and short-sighted capitalism pressing for political protection 
against reasonable foreign competition, and secondly and now 
overwhelmingly, is the result of militarism. 

This business of adequate and inadequate resources is all 
relative. If Germany wants to feed, house, and clothe her 
people decently her resources are adequate. If she wants to 
maintain the greatest military machine on earth, they are not. 

The dictatorships sometimes tell the democracies scorn- 
fully that they can afford to be democracies because they are 
rich. They are all wrong. It would be truer to say that they 
are rich because they are democracies. For this thing that we 
call democracy—about which I shall have something more 
to say—has this tremendous characteristic—or has had up 
until recently. It is a form of government which, historically, 
has released energy. It is this released energy which has made 
the democracies what they are. 

If liberal democracy perishes—if it is true, as Mr. 
D’Annunzio said that every vital movement in the world to- 
day is anti-liberal—then, surely the reason is not that we can 
view other Utopias and call them better. In 1932 while sit- 
ting on a hillside in Austria with my husband and trying to 
forget the world, I wrote in my diary: 

“These years have robbed us of all of our Utopias. 
We have seen them all realized, and we are disillusioned. 
Communism is the stupid rule of a mean-minded bu- 
reaucracy, employing terror against every energetic and 
courageous individual, a contemptible glorification of the 
mass-man and the mass-mind. Socialism is the rule of a 
trade-union bureaucracy, venal and unimaginative. Fas- 
cism is the rule of the top-sergeant. National Socialism 
is on the rise and it is the sick, hysterically affirming their 
health; the grocery clerk posing as the superman. Yet 
liberal democracy is sick, too. For all over the world, 
people are discontented with yesterday’s rulers, disgusted 
with those who should be their leaders, tired of their 
bosses. In a country whose name I will not give you, the 
prime minister, supposedly a great aristocrat, gets money 
voted out of the treasury, to compensate him for his lost 
estates, and tired of politics, deserts to the Riviera, with 
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a lady-friend. The prestige of the bankers has been 
blown into atoms, as history demonstrated how very 
wrong they were. Too many crooks have suddenly ex- 
ploded publicly and theatrically. The latest are Insull 
and Kreuger. The masses have become politically awak- 
ened, politically aware. That is the most important fact 
of these times. And God knows what they will do. The 
only countries which will weather the storm without 
fundamental upsets will be those where the privileged 
groups will make wise concessions, and where they en- 
joy a reputation for decency and honesty.” 


I wrote that, gentlemen, in the winter of 1932, before 
Hitler came into power, and came home to the 1933 elec- 
tions, which inaugurated in this country the New Deal. 

We are now in the eighth year after the outbreak of the 
great depression which, in terms of human suffering and 
human humiliation, in revolutionary movements and drastic 
changes took a greater toll than the four years of the great 
war. It is approaching Thanksgiving, and, if I reconsider 
how I felt about the whole world in 1932, I have some rea- 
son to feel relief and gratitude. Because in spite of all the 
mistakes—egregious mistakes—which I think that we have 
made in these years, in spite of the fact chat we have started 
on many paths that seem to me to demand a courageous re- 
tracing of our steps, I must honestly say that it might have 
been worse. And I can honestly say that unless there is 
another world war, I believe that liberal democracy will 
weather through. 

But if we are to weather through, then we must hon- 
estly face the realities of the times in which we live, and hon- 
estly analyze what there is within our power of control, that 
really threatens the continued existence and fruition of liberal 
democracy. 

Two of the facts which we must bear in mind I have 
already indicated—I recorded them in 1932. The loss of 
confidence in previous leadership and the political awakening 
of the masses. For the latter phenomenon, the war is cer- 
tainly partly responsible—largely responsible perhaps. Dur- 
ing the war the people in all countries suddenly realized the 
potential powers of the state. They learned that if the state 
wants a man’s body, it can feed, clothe, house, and transport 
him, regardless of finances, and regardless of sound econom- 
ics. Was it not natural that when the depression hit with 
all the force of war, these same men should say, “You took 
care of us then. Take care of us now. You made us into 
armies then. Make us into work armies now”? 

All of the totalitarian states of the world are organized 
on a complete war basis; they are states mobilized in a war- 
time economy. Some people think that is because they want 
and intend to make war, and of course it is possible that they 
will make it. But I suspect that the reason why these states 
are so mobilized is because that is the only form in which 
the state can completely control an economy. It is the only 
pattern which the state knows. 

Well, we have quite a lot of that in this country. But 
it runs against the grain. Men accept it rather than nothing, 
but it is not a normal way of life, particularly not for an 
American, an Englishman, or a Frenchman. The men in 
W. P. A. were glad to be in it in 1933 and 1934. They 
want to get out of it now. It is better than nothing, but it 
is not opportunity. 





The loss of confidence in leadership was profound in 
1930-32. And, gentlemen, it was partly justified. The his- 
tory of American capitalism from the Civil War to 1929 is 
not the history of Sir Galahad—to make an understatement. 
Let us tell the truth. Because we get nowhere without truth. 

Financial practices were indulged in by some men and 
by some companies, which would not stand the test of any 
standards of honor and decency. I do not need to go into 
those practices. You all know what they were. The history 
of some of our greatest enterprises, of many of our railroad 
reorganizations, of some of our utilities have been the sub- 
ject of investigators and writers who have revealed practices 
now known to the country at large. There is no SEC in 
Great Britain, but in Great Britain men who dealt in the 
stocks of their own companies and sold the securities of their 
own companies short would be blackballed by the business 
community itself. I do not mean to imply that these prac- 
tices—the watering of stocks, the manipulation of stocks be- 
tween companies presumably separated, the issuance of non- 
voting stocks, with the voting power held in a few hands—I 
don’t mean to imply that these had the support of the business 
community as a whole. I know that they did not. But neither 
were they openly denounced or with sufficient vigor by the 
business community as a whole. And the social and political 
results are now apparent. 

Justice Brandeis, in 1906, when he was arguing, not as 
Justice Brandeis, the case against the Boston Consolidated 
Gas and Electric Company, uttered these prophetic words: 


“The greatest factors making for communism, so- 
cialism or anarchy among a free people are the excesses 
of capital. Because as Lincoln said of slavery, ‘every © 
drop of blood drawn with the lash will be required by 
another drawn with the sword.’ It is certain that among 
a free people, every excess of capital must in time be re- 
paid by the excessive demands of those who have not the 
capital. Every act of injustice on the part of the rich, 
will be met by another act or many acts of injustice on 
the part of the people.” 


Thus, Justice Brandeis foresaw long ago the growth of 
the kind of punitive spirit with which the entire business 
community, including the most honorable men, would even- 
tually have to contend. I may say that Justice Brandeis’ 
attitude toward the Boston utilities seems a paragon of equity 
and justice today. 

When the people rebel, they rebel through the political 
instrument, for it is the only instrument they have. And I 
should also like to say this: Their use of the political instru- 
ment, and their behavior in general, is usually copied from 
their politically powerful predecessors. A new class, becom- 
ing politically conscious, adopts the pattern of political be- 
havior from those whom it wishes to supplant. We are now 
much perturbed and rightly so about the multiplication of 
pressure groups and their enormous demands upon govern- 
ment and upon the public purse. Labor and farmers and 
unemployed seem to have no interest in government except 
what they can get out of it. But did their predecessors, when 
they were more politically powerful than now, have any other 
interest? Did they not bribe legislators? Did they not cyn- 
ically connive with the most corrupt machine politicians? 
How many of them encouraged their sons to sacrifice re- 
munerative business careers for public service? How many 
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of them sacrificed their own time to political work? Were 
they not satisfied to buy their representatives rather than 
choose them from amongst their own number? That spirit 
has not yet died out in America amongst the privileged 
classes. It is not two weeks, since I heard a well-to-do-man 
say, apropes Huey Long: “Well, we could have bought him, 
anyhow.” 

I know that this is not characteristic of the business 
world. But it is too characteristic. One can justly accuse 


the American plutocracy of having actively contributed to 


the breakdown of social forms and social standards. For 
every rich man whose life was a pattern of decent behavior, 
there were those who in themselves or in their families, con- 
stantly outraged and perverted the public taste—and those 
were the ones who got into the newspapers. In the days of 
the great boom bubble, the newspapers were full of tales of 
young millionaire heirs who married torch singers, some- 
times with highly disastrous consequences, of spectacular 
snob marriages of American millionaire daughters to broken 
down European princes, of elopements from drunken parties, 
with young men and young women waking in the morning 
with headaches and wives or husbands. Those stories stil: go 
on. There was one last week. 

The American plutocracy stood indicted before the writ- 
ers and poets of this country, for its social irresponsibility. 
The culture itself was indicted. My husband wrote a whole 
series of books—and my husband is not an agitator, he is a 
bourgeois American, American since the seventeenth century, 
as middle class and as intrinsically conservative as a baked 
potato—but what do all those books of his say? Just one 
thing. This civilization is not good enough. This civiliza- 
tion of advertising and ballyhoo, of high pressure salesman- 
ship and press agentry, of social snobbery and social climb- 
ing, of men measured in terms of the size and cost of their 
motor cars, of labor treated as a commodity, of police bru- 
tality masking as law and order, of art and science treated 
as lackeys of wealth, of judges put into office by politicians— 
this civilization is not good enough! That was not the rea- 
son why we opened the wilderness. That was not that for 
which we fought Indians, and nature, and each other. 
That is not the American dream! 

It is of the greatest significance—a significance unnoted 
incidentally by the rulers of our destinies—that at the be- 
ginning of this century a whole galaxy of writers emerged, 
novelists, essayists, and poets, every one of whom recorded 
profound discontent with the values of contemporary Ameri- 
can civilization. Theodore Dreiser, Sinclair Lewis, Eugene 
O’Neill, Willa Cather, Edna Millay, Robinson Jeffers, 
James Truslow Adams, Carl Sandburg, Van Wyck Brooks 
—you cannot classify them as liberals or conservatives or 
radicals. They were men and women of all temperaments. 
But in all of them there was either rebellion or discontent, 
or, as in Miss Cather and in Robert Frost and Edwin Ar- 
lington Robinson, a harking back to older values. Nowhere 
was there any afhrmation of what existed at the time. 

What I am getting at with this is that even before the 
war, and certainly long before the depression, the demand 
was beginning for a reevaluation of the things this country is 
supposed to live by. The social historian notices these things. 
They matter. One reads about them, years later, when some- 
thing that was is no more. But the men who could do most, 
do not notice them until the pressure comes in a less artistic 


form. The French Revolution began with a play—‘The 
marriage of Figaro.” Its fathers were the French encyclo- 
pedists. The artists are ahead of change. And the artists of 
this country, and for fully thirty years, have been repudiating 
the idea of a civilization whose standards are set by the 
money-getting scramble. 

This loss of confidence in standards and leadership can 
only be restored under new standards and under new leader- 
ship. In my belief that new leadership has not yet asserted 
itself in this country. The New Deal is not a New Deal. It 
is rather, in practice, an attempt to democratize the vices of 
the New Era. But already and for that reason, it is losing 
its resonance and its vitality. The campaign against the eco- 
nomic royalists is about played out. It will only revive with 
real popular support if the economic royalists regain a large 
part of their power, and abuse it—and then it will revive, I 
can promise you, with a virulence not yet seen. I cannot 
prove what I am saying, and I may be wrong. But, without 
wishing to seem pretentious, I am convinced that what this 
country is groping after is a new way of life, a way of life 
more dignified, more beautiful, more serene, and more hu- 
mane. You notice I do not use the word more “humanitar- 
ian.” The humanitarian wants to hand people a dole. The 
humane person wants to give them opportunities. 

An individual is happy to the extent that he is able to 
get along with himself; to think well of himself. A civiliza- 
tion is happy according to the same rule. This civilization 
has not been happy for a long time. 

The New Deal will not peter out because of the oppo- 
sition of the economic royalists, whoever the gentlemen may 
be—I said the other night that I only found one definition 
that fits them, and that is a rich Republican. The New Deal 
is petering out because it displays in itself the very charac- 
teristics against which the public conscience has been in un- 
conscious revolt. Do you mind if I tell you that we are tired 
of being sold by super-salesmen? We are tired of being sold. 
We don’t want to be sold by government propaganda any 
more than we want to be sold by public relations counsels. 
We are tired of conspicuous waste. We were tired of it be- 
fore, and we don’t like it any better when the public treasury 
indulges in it, than when business indulges in it. We are a 
long-suffering people. But we are still a skeptical people. 
The last generation of Americans was from Missouri and 
this generation says “Yeah? You and who else?” 

Meanwhile, until we shake down to that form of life 
becoming to our more adult and realistic years, let us con- 
sider from where, at present, our democracy is threatened— 
if it is threatened. Against what should we be on our guard? 

First, against encroachments—to quote Justice Brandeis 
—by “men of zeal but little understanding”—encroachments 
upon constitutional government itself. All over the world, 
where liberal democracies have perished, the process has been 
preceded by encroachments upon the constitutional system. 
It is true that in times of emergency all democracies are likely 
to delegate exceptional powers to the executive. That was 
true in Rome in the days of the Republic, and it is true today. 
Poincaré had a virtual dictatorship in France in 1926, when 
the fall of the franc had created a serious crisis; there have 
been temporary dictatorships of a sort in Belgium; and for a 
period quite exceptional powers were granted to the national 
government in England. It is a question indeed whether par- 
liamentary democracies could exist through serious crises 
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without these increased executive powers. The test comes 
when the powers are used to alter the form of the govern- 
ment itself, and thereby create the mechanism whereby emer- 
gency powers may be perpetuated. The only possible bul- 
wark against this sort of encroachment is the sensitivity of 
public opinion as reflected in the legislature—in Congress. 
And it is pleasing to record that that sensitivity exists in this 
country. There was little popular opposition to Mr. Roose- 
velt assuming extended authority in 1933. But a tremendous 
howl went up, when, in 1937, he attempted to secure the re- 
organization of the Supreme Court. And how almost comic 
has been the denouement of that piece of tawdry shenanigan! 
Eventually there was elevated to the Supreme Bench as the 
Great Liberal, the Great Investigator, whose only conspicu- 
ous failure as an inquisitor came when he was forced to in- 
vestigate and report upon his own past! 

The second thing which has brought liberal democracy 
crashing into chaos, to be buried under red flags or swastikas, 
is the class struggle, allowed to reach the point where it is 
uncompromisable. This is the greatest menace to democratic 
government today. Mussolini came into power in Italy, for 
one reason and for one reason alone; a deadlock had been 
reached between capital and labor. The Giolitti government 
was playing a cynical game. Without being a labor govern- 
ment, it was using the labor discontent in the country and 
fanning it into flames, in the hope of using its pressure to 
wring demands from the Italian economic royalists. When 
the deadlock reached the point where industry and the whole 
of economic life was paralyzed, one of the men who had been 
most actively supporting the radical labor movement, and had 
actually, only a few months before been advocating the sit- 
down strike, went to the industrialists and got a mandate to 
dissolve the differences and establish order. His name was 
Benito Mussolini. The industrialists hailed him as a savior, 
and he has been busily but steadily expropriating them ever 
since. 

How are we going to meet the problems presented by 
an awakened, and more politically conscious population of 
workers? Are we going to fight blindly, full of hate, or are 
we going to try to see what lies at the root of the unrest? 
Are we going to present constructive criticism of government 
policies? Or are we going to confine ourselves to fulminat- 
ing that Mr. John Lewis is undoubtedly paid by Moscow? 
Which he undoubtedly is not. 

We are never going back to where we were in 1929. 
This chaotic awakening of labor and its demand for a place 
in the sun, rises from many causes, and they are not all, by 
any means, economic—many of them are psychological. Labor 
wants greater continuity in employment. The working man 
wants to be considered as a person, and not as a commodity, 
bought on the open market. A few days ago, | read a re- 
markable letter addressed by a man, whose name I knew, to 
my husband. He had been an organizer of the American 
Communist Party and had stood fairly high in its counsels 
until a short time ago. Then he had gotten out, because of 
his disgust at party tactics, and his disgust at the ruthlessness 
and cynicism of the leaders and their subservience to Russian 
dictation. But what was interesting in his letter was his de- 
scription of who are American communists. ‘They are lit- 
tle men,” he said, “whose egos have never found any outlet. 
They have never felt, anywhere, that they belonged, or that 
anyone cared anything about them or about their opinions.” 








I am sure that what he says is true. Totally inadequate 
efforts have been made in most industries, to understand the 
psychological and human needs of the workers. And yet the 
very same inquiring, adventuring spirit which has made 
American technological achievement so grandiose could, I 
am perfectly sure, if brought to bear on the human problem, 
produce astonishing results. 

The Wagner Labor Relations Act will not work. It is 
too ambiguous and too partisan a piece of legislation. But 
you cannot beat a horse with no horse. We need to get pub- 
lic opinion behind something like the British Labor Disputes 
Act, and work, at long last, toward something like equity in 
labor-capital relations. 

And, finally, what has destroyed liberal democracy in 
formerly democratic countries, has been disordered govern- 
ment finances. Do not forget that the disordered finances of 
Germany, and the imperative necessity of government re- 
trenchment after a fine spending orgy on borrowed money, 
in 1931 and 1932, was the immediate cause of the invoking 
of dictatorial powers, not by Mr. Hitler, but by his prede- 
cessors. They started governing under the famous paragraph 
48 of the constitution—the one granting the President the 
power to dissolve Parliament—when it was found to be im- 
possible to reduce appropriations sufficiently to balance the 
budget. 

But we have got to learn to combine the demand for 
order in government finance with the willingness to make 
personal sacrifices. After the war Stanley Baldwin in Eng- 
land gave up one-fifth of his personal fortune to help retire 
the British war debt. 

We are seeing all over the world a growing statism— 
étatism, the essence of which is that a larger and larger por- 
tion of national income goes to pay for government and the 
benefits which government usually very expensively distrib- 
utes. The process constitutes a redistribution of the national 
income, some of which may be necessary; it is necessary, but 
in no wise adds to the national income which is what is really 
important. It is a process extremely difficult to check once it 
starts. I am afraid that we shall see in England in the next 
year or so some serious results of the terrifically high taxation 
for necessary armament superimposed upon already prodig- 
ious taxation for social purposes. How well served even the 
social purposes are must also come into question even in Eng- 
land, where there exist an efficient civil service and a very 
high standard of service to the government. In such a situa- 
tion things have already reached the stage where the average 
middle class family of England cannot afford to have more 
than one child because of the taxes which it has to pay, and 
this is in approximately the class where there is the highest 
expectation of producing healthy and competent progeny. 
This seepage of statism takes place without any source of 
criteria. Our Congressmen are not asking themselves what 
proportion of the gross national income can profitably be 
spent by government. They make the appropriations and 
then expect the national income to produce them, taking an 
advance lien. Some of you may have guessed that I have no 
enthusiasm for this growing statism. I have never been able 
to see that any virtue resides in the state superior to the vir- 
tues of the society which elects it. I dislike the growing dis- 
proportion between the regulators and the regulated. For 
the regulators never yet invented a machine, or discovered 
new sources of energy, or made two blades of grass grow 
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where one grew before, or, indeed, created anything at all. 

I think that the life and the energy begins to evaporate 
from a society when the men who have power are not those 
who do things but those who make statistics about them; not 
those who grow potatoes, but those who make potato quotas; 
not those who turn wheels, but those who turn swivel chairs ; 
not those who employ men, but those who make blueprints; 
not those who work, but those who organize the workers; 
not those who govern, but those who write political columns. 

The best societies are those which are to the greatest 
extent self-regulatory and do not require coercion to enforce 
their behavior. In other words, the best societies are those 
governed least by force, or even by written laws, but by 
standards and unwritten codes, by civilized inhibitions, by 
widely accepted prejudices, in favor of honesty, generosity 
and fair play. At present considerable attention is being paid 
to Sweden. We are told that it is a fine country because it 
has so large a number of cooperatives and so happy a dose of 
socialism. Well, I know Sweden and my guess is that it is 
a fine country because you can leave your bicycle by the road- 
side for a week and no one will steal it. And I call your at- 
tention to the fact that for many years, at the opening of the 
Swedish parliament, it has been the custom for the leader of 
the opposition to rise and move for the abolition of the mon- 
archy. No group, as far as I know, has the slightest desire 
to abolish the monarchy, but it has become a tradition in 
Sweden to propose it, and with that proposal remind the 
throne itself that it is occupied subject to continued good be- 
havior. 


The liberal spirit is the breath of liberal democracy. 


And the liberal spirit is something instantly recognizable but 
very difficult to define. It has about it a refreshing common 
sense—by which I do not mean the rule of thumb, but the 
recognition, necessary to sanity, that there is sense and reason 
in a society, and that to some extent, at least, that sense and 
reason are common to all men. It is even-tempered, and of 
even tempo. It has its prejudices, but is willing to subject 
them to discussion. It asks only time to consider. And that, 
right now, is what we need more than anything else. Time 
to consider. This Congress, right now, in the next thirty 
days, has been asked to pass four bills of the most far-reach- 
ing implications, any one of which ought to take an honest 
and intelligent group months and months to consider and 
deliberate. Reform, and constant reform, is a necessity of de- 
mocracy. But reform in a hurry—I wrote the other day— 
is jerry-built, and it blows down in the first storm. If you 
doubt that, read the business reports of the last three months. 
Believe it or not, it wasn’t planned that way. 

To believe in liberal democracy is to believe that there is 
more good will in society than ill will; more ground for 
agreement than disagreement; more things that the majority 
of people want to preserve and cherish than they want to 
destroy; more that they love than that they hate; more to 
unite men and classes than to divide them; and that to find 
these principles of unity and agreement, through deliberation 
and compromise, is the duty of civilized human beings. 

The adventure in popular government has gone on in 
this country for 150 years. And attended by the new risks 
of this revolutionary era, it is still the greatest adventure in 
the world today. And still worth one’s faith, and one’s cour- 
age, and one’s perspicacity. 


We Talk a Lot 


THE NEED FOR REDUCTION IN FEDERAL EXPENDITURES 
By HARRY F. BYRD, Senator from Virginia 
Before the Academy of Political Science, Hotel Astor, New York, November 10, 1937 


the Federal Government, a subject that has interested 

me more than ever before because of my investigation 
as chairman of the Senate select committee to investigate 
Federal agencies for purposes of government reorganization. 
It is a big subject because the Federal Government has spent 
in seven years the incredible sum of 47 billions of dollars; 
and it is a vital subject because the prosperity of each Amer- 
ican citizen depends on the preservation of the credit of the 
nation. We have added 22 billions to the public debt and 
we are still adding day by day and hour by hour, and it is 
inevitable that the national credit will be impaired unless we 
retrench. 

In the limited time assigned me, it is difficult to cover 
the vast and complicated problem; hence, for the sake of 
brevity, I will eliminate most of the fractions and speak in 
billions, as the government spends in billions. 

Any one in Washington today who discusses public 
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finance in terms of less than a billion is regarded as a piker. 
Yet to spend a billion of dollars in a year requires the dis- 
bursement of about $2,000 every minute of every day and 
night, including Sundays. 

Today at Washington a public man is a liberal in pro- 
portion to how liberal he is with other people’s money. Those 
of us in the Senate and House of Representatives who speak 
from time to time against gigantic waste and extravagance 
that has exceeded any expenditure in the world’s history are 
berated as tories and reactionaries; as hard men, completely 
indifferent to human suffering. Yet not a man in Congress 
today who has spoken and voted for economy and efficiency 
would hesitate to vote the sums necessary to protect any 
American against hunger and cold, and I believe would sup- 
port sound and logical expenditures, within the ability of the 
people to pay, to improve the conditions of those who do not 
now enjoy a decent standard of living. 

It is easier to spend than to save. It is easier for a public 
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official to respond to the pressure and propaganda of organ- 
ized minorities than to attempt to merit the approbation of 
the inarticulate citizens who favor economy but do not take 
the trouble to express themselves either by voice or ballot. 
When the protection of public money against extravagant 
expenditure ceases to be a virtue and a representative is 
mainly judged and rewarded by the magnitude of the appro- 
priations he obtains for his district or State, economy and 
eficiency—most difficult at the best—become that much 
harder to accomplish. 

Public spending grows by what it feeds on. The inde- 
pendent struggle of the individual to make a living for him- 
self often weakens before the temptation to go on government 
relief. Of course there are thousands of cases for which 
public relief is necessary, but it is certain that money from 
the government in different forms, and I include in this ob- 
servation the businessman who seeks to borrow government 
money at lower interest rates than he could obtain it else- 
where, establishes a powerful paid army to fight any retrench- 
ment that may stop or reduce the payment to them of money 
collected from the taxpayers. 

Once Federal employees believe they have a vested right 
to their jobs; once new departments and bureaus are estab- 
lished and allotted public funds and extended public privi- 
leges, including the free use of the mails for propaganda to 
prevent the loss of their jobs; once emergency spending is 
continued beyond the emergency, the stream of expenditures 
becomes an overwhelming flood which only heroic measures 
can keep from engulfing the nation. 

I am only a businessman. I do not believe in destructive 
economy, as my public record will prove. I favor adequate 
support for the functions of government. I readily agree 
that the activities of government must expand in times of 
emergency and that in normal times the aid of the govern- 
ment can properly and wisely be used to improve the condi- 
tion of all the people. But I do say that a mandate for prog- 
ress and welfare without a mandate for solvency is a mandate 
impossible of fulfillment and most likely a mandate for 
disaster. 

A program to spend billions in the effort to increase 
social justice is limited, within reason, by the ability of the 
nation to pay and still maintain our system of government. 
It is quite true that human values may be conserved and 
promoted by better health, better housing and better living, 
and that these are much more important than property values, 
yet social security built upon debt is a house built upon the 
sands. 


True liberalism requires the government to keep its 
resources unimpaired, to prevent distress and to cooperate 
with the localities in providing for the poor in emergencies, 
because it is the poor who suffer the most when business is 
bad and unemployment increases. Other emergencies will 
come and we must not exhaust our resources to the extent 
that we cannot meet the responsibilities of the next one. 

In speaking tonight I will talk very frankly of the 
serious significance of huge government spending. I speak 
as a friendly critic. I am a member of the political party, 
many of whose leaders actually claim credit for the expendi- 
tures of the last four years. The Republican party likewise 
cannot deny its share of responsibility. Five billions of our 
present debt was created under Mr. Hoover, and a majority 





of Republicans in the Senate and the House voted for most 
of the appropriations that made possible our present spending 
program and created the new indebtedness of the last four 
years. It is only fair also to recall that many businessmen 
and other citizens urged spending as a panacea for the de- 
pression. The slogan, “Prime the pump and spend ourselves 
back to prosperity,” became exceedingly popular and the 
Congress was urged to enact bigger and greater appropri- 
ations. 

I shall not consume time in generalities and in the expo- 
sition of accepted economic principles. We know that the 
budget must be balanced soon or disaster must inevitably 
come. We know that excessive taxation is a barrier to future 
progress and destructive of present prosperity. But there is 
yet time to save this perilous situation. The credit of the 
government is still sound, but will not remain sound if we 
continue to spend on the present extravagant and enormous 
basis. 

I am not an alarmist. I am conscious of the great finan- 
cial resources of America. However, in six years the increases 
in the Federal debt have been more than four times the total 
and complete wealth of my own State of Virginia, a wealth 
that Virginians have been accumulating by frugality and in- 
dustry for more than 300 years. Virginia is an average State 
in wealth and population, so that our new debt represents 
the total value of all the property of every character owned 
by citizens of four sovereign States of average wealth and 
population. We cannot safely dissipate so much of our re- 
sources. 

This enormous debt today becomes more disturbing as 
we face the prospect of new debts caused by continuing 
deficits. The time has come to begin to retire this debt cre- 
ated in the emergency of the depression as we did after the 
World War, yet spending is not being reduced and the Fed- 
eral income is dwindling. 

President Roosevelt admirably and eloquently expressed 
the supreme importance of maintaining sound fiscal policies 


when he said on October 19, 1932: 


“We all know that our own family credit depends 
in large part on the stability of the credit of the United 
States. The credit of the family depends chiefly on 
whether that family is living within its income and so it 
is with the nation. 

“If in some crisis,” continued Mr. Roosevelt, “it 
lives beyond its income for a year or two, it can usually 
borrow temporarily on reasonable terms. But if, like a 
spendthrift, it throws discretion to the winds, is willing 
to make no sacrifice at all in spending, extends its taxa- 
tion to the limit of the people’s power to pay and con- 
tinues to pile up deficits, it is on the road to bankruptcy.” 


The President was right. The credit of the United 
States is the foundation upon which our system of credits 
must rest. Destroy faith in the credit of the nation, and our 
whole system of credits will collapse. The Federal Govern- 
ment has no power to create wealth. It can print those coun- 
ters we call money, but real wealth is created by the applica- 
tion of human industry to the national resources. Real wealth 
is mostly the wealth that comes either from the surface of 
the earth or from the riches beneath the earth. New wealth 
is not the result of new theories of finance or banking or 
ingenious legislation. 
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Ladies and gentlemen, it is a dangerous thing to spend 
wealth faster than new wealth is captured from God’s eternal 
granary. And yet this is what we have done in prodigal 
fashion. For six years consecutively our expenditures by the 
Federal Government alone have greatly exceeded each year 
the combined gross value of all agricultural products and all 
the products of mines, even after inflating the farm income 
by government payments. This has never occurred before in 
the history of America, except in the two years of 1918 and 
1919 when we did more than our part to finance the most 
expensive war in history. 

The justification assigned for vast public spending has 
been the need of overcoming conditions created by the depres- 
sion that Mr. Roosevelt inherited when he came into office 
in 1933. I was in the Senate during those trying days and I 
give full credit to the President and the Congress for the 
many brave and necessary things that were done to relieve 
distress and restore confidence. 

Five years have passed and our recovery justified the 
President in saying in Wyoming on September 24 last: “The 
greater part of the emergency is over.” We cannot continue 
indefinitely emergency remedies. 

In 1930 the gross debt of the Federal Government was 
sixceen billions. It had been reduced from the World War 
peak of twenty-six billions by the payment of about a billion 
each year during the Twenties. On November 6 the direct 
gross debt of the Federal Government was the startling and 
stupendous sum of $37,019,677,682.77. In addition, our gov- 
ernment has guaranteed in full the obligations of twenty- 
five wholly owned corporations and partially guaranteed the 
obligations of ten semi-government corporations. This con- 
tingent liability is approximately five billions, and all this 
makes the total direct and contingent obligations today ap- 
proximately forty-two billions. 

It is true that this gross debt is subject to such credits 
as may come from recoverable assets and the ultimate liqui- 
dation of the thirty-five corporations whose obligations have 
been guaranteed by the government in whole or in part. 
However, an examination of these numerous guaranteed gov- 
ernment corporations discloses a ramification of their liabil- 
ities and assets that confuses the most experienced economic 
experts. Years will pass before the recoverable value can be 
appraised and the actual credit on the present 42 billion 
gross liability of our government be determined. 

I feel completely safe in saying that the credits and 
recoverable assets shown in the government reports have been 
grossly overestimated. Take, for example, the Reconstruction 
Finance Corporation. The government purchased $500,000 
of stock and about 4 billion dollars of notes of this corpora- 
tion. The stock and the notes are carried on the government 
reports at face value, leaving the impression that the total 
assets represent sound values and will ultimately be recovered 
into the Treasury to reduce the public debt. This conclusion 
’ is accepted by the public by reason of the confidence in the 
soundness and efficiency of the chairman, Mr. Jones. 

However, the Brookings Institution, employed by the 
Senate Committee on Reorganization, recently disclosed that 
two and a half billions of the assets of the RFC were diverted 
for relief expenditures and to pay the regular expenses of 
other agencies and for other expenditures, none of which are 
recoverable. So today the stock of the RFC is valueless and 





the notes are not worth more than 50 cents on the dollar in 
recoverable assets. Yet only recently the corporation issued 
a financial statement showing and claiming a surplus of 150 
millions as of December 31, last. 

Why was this devious and misleading method adopted 
by the officials responsible for recording appropriations? An 
inquiry from me to a high budget official brought the response 
that the only reason he could assign was the desire to avoid 
huge totals in the regular appropriation bills. Mr. Jesse 
Jones, the able chairman of the RFC, is not responsible for 
this confusing statement. I happen to know that he has been 
endeavoring to have the balance sheet, as issued by the United 
States Treasury Department, corrected in order that it may 
reflect the true facts. But even Jesse Jones, as able a business- 
man as he is, cannot collect from Harry Hopkins money 
already spent for relief. Either two and a half billions should 
be appropriated to maintain the integrity of the RFC assets 
or legislation should be passed to write down the securities 
to true value. 

The financial reports of the government should be an 
example of clear and candid statements such as the govern- 
ment requires by law from private business, and it punishes 
any businessman who violates this proper law by imprison- 
ment. The complexity of the contingent liability of the gov- 
ernment and the difficulties of liquidation cannot be discussed 
in the limited time of my address, yet we should realize that 
the losses in guaranteed obligations—and such losses are 
certain to be large—must be met some day as a government 
expense and either added to the direct debt or paid by current 
taxes. The Federal Government has endorsed with full re- 
course the notes of these numerous corporations and, like any 
other endorser, must pay if the maker of the obligation fails 
to pay. 

The Twentieth Century Fund, an independent fact- 
finding agency, says that our total government debts—Fed- 
eral, State and local—of fifty-six billions, are “the largest 
that any nation has ever had.” This comy tent authority calls 
this debt a great potential peril and recommends that in the 
next fiscal year a billion at least be paid out of current Fed- 
eral revenue for debt retirement. 

We are now entering the eighth consecutive year in 
which our government spends much more than its revenue. 
In our previous history, the longest period of substantial 
successive deficits was two years. In the three war years, 
after deducting loans to Allies, our government spent for 
normal and war expenses only a little more than it has spent 
in 1935, 1936 and 1937, twenty-five billions against twenty- 
four billions. 


Now let us see what the tax burden means in terms of 


_ each American family. Let us bring to roost these prolific 


tax chickens. In 1913 the per capita income was $350. In 
1936 it was $469, an increase of 34 per cent. Total govern- 
ment expenditures equaled $30 per capita in 1913 and $134 
per capita in 1936, an increase of 347 per cent. On a per 
capita basis, government expenditures in 1913 represented 
8 per cent of the national income. In 1936 these expenditures 
represented 28 per cent of the national income. Public debt 
equaled $59 per capita in 1913 and $430 per capita in 1936. 

Now about one-third of every person’s income would be 
required to meet government expenditures if we paid as we 
spend. These figures, of course, refer to total government 
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cost. Many of the States, cities and counties have yielded 
to the contagion of extravagance. The children of Uncle 
Sam have followed his bad example. In 1936 the deficits of 
all governments in America were seven billions, nearly five 
billions of which was created by the Federal Government. 


Should we not hearken even to the few voices crying in 
the wilderness? When we cite these terrifying figures some 
one always cries: “What, would you deny relief to human 
suffering?” No, we would not let any one starve in this 
country, but the disturbing thing is that the increase in the 
regular expenses of our Federal Government is enormous in 
addition to the expenditures for recovery and relief. 


During the prosperous years of the Twenties our govern- 
ment spent about $3,000,000,000 each year and paid a billion 
a year to retire the World War debt. 


To get the debt back to what it was seven years ago we 
must pay $1,000,000,000 each year for twenty-two continu- 
ous years. Not even with uninterrupted prosperity for a 
whole generation could the people and the business of the 
country sustain the terrific burden necessary to run the gov- 
ernment on this basis and make this debt retirement. To do 
so would require nearly a 30 per cent increase in our 1938 
annual tax collections, and remember that this year our tax 
collections are estimated to be the largest in our history and 
only approached by one single year—in 1920—when the war 
profits were subjected to high tax rates. 


I want to introduce to you the mysteries of the two- 
budget system. I declare that our expenses are now being 
leveled off on the seven-billion basis because of the gradual 
transfer of emergency expenditures to the regular budget. 
In 1934 the Federal Government adopted the two-budget 
system, one for emergency and the other for regular expenses. 
We have two budgets but we have only one Treasury. In 
1934 the regular budget presented to the Congress by the 
President was $2,700,000,000. In 1938 the regular budget 
is $5,400,000,000—an increase of 100 per cent in four years. 


A reduction is shown in the statement of recovery and 
relief expenditures because many of the items of emergency 
expenditures have been made permanent by transfer to the 
regular budget. An example is the appropriation for the CCC 
camps which was first in the emergency budget and is now 
included in the regular expenses. But there has been no re- 
duction in our total expenditures, and excluding the non- 
recurring soldiers’ bonus, we will spend as much or more in 
1938 than we spent in 1937 or in any previous depression 
year. 

At best it is most difficult to comprehend the expenditure 
of billions, but the confusion has been greatly increased by this 
strange device of keeping two budgets. When the adminis- 
tration announces a reduction in spending for recovery and 
relief, at once we begin to feel better and to think that finally 
we can look forward to a real reduction, but later we find 
the regular budget has been increased, and the total is as 
much or more. We have juggled expenditures back and forth 
from one budget to the other, but the taxpayers pay the bill 
for both budgets. The two-budget system has merely aggra- 
vated the general confusion. 

It is disturbing to see the astounding and progressive 
increases in the regular expenses after eliminating all items in 
the emergency budget. The following table of regular budget 




















































expenditures comes from official government auditors and does 
not include recovery and relief expenditures: 


REGULAR EXPENDITURES 


1934—Two billions seven hundred millions. 
1935—Three billions two hundred millions. 
1936—Three billions three hundred millions. 
1937—Four billions four hundred millions. 
1938—Five billions four hundred millions. 


To the regular expenses in 1938 of five billions four 
hundred millions, if we add expenditures for recovery and 
relief, for public works, for the huge slum-clearance program 
begun at the last session, for additional TVA’s, for the cost 
of the new farm program and other costly projects either 
already recommended or under consideration, I am conserva- 
tive in saying that we have reached a seven billion annual 
expenditure; in fact, considerable restraint must be exerted 
to hold it to this huge figure. 

Only a major surgical operation to reduce expenditures 
will enable us to carry the burden of sustaining this annual 
cost and commence to retire our emergency debt. 

The difficulties of ascertaining the true expenditures is 
made greater by the policy of the government in deducting 
from expenditures an excess of loans collected over loans 
made. In this manner the combined expenditures in 1937 
were reduced in total by two hundred forty-three millions. 
Of course the excess collected of capital loans should be ap- 
plied to a reduction of the public debt. 

In the budget of 1938 two hundred and thirty millions 
of social security taxes is used for regular expenses. The 
effect of this will be to reduce the deficit by the use of a tax, 
collected and paid, for the specific purpose of providing old 
age security. 

One may imagine the denunciation a corporation would 
receive from the government if it indulged in such improper 
financing and used for current expenses an income dedicated 
to a trust fund for the security of the aged. 

Nothing Congress has done has contributed to extrava- 
gance and done more to destroy the budget system than the 
practice of making lump sum appropriations. About fifteen 
billions of such appropriations have been made in the past 
four years as compared to one and one-half billion of lump 
sum appropriations in all the previous history of our country. 

From these lump sums recovery and relief appropria- 
tions, equivalent as they are to blank checks, great sums have 
been diverted for expenditure by the regular departments, 
thus expanding the activities of these departments. 

Over three billions of lump sum appropriations made for 
recovery and relief, were allocated for expenditures by regular 
departments in 1934, 1935 and 1936. 

I know something personally of the waste involved in 
lump sum appropriations. An allocation from a lump sum 
appropriation was made for the construction of homes in 
Virginia to be rented to mountain people and costing com- 
plete, including land and all other costs, about $8,000 per 
home. I had no opportunity to vote on this appropriation 
for my own State. A competent builder offered to reproduce 
one of the homes for $900, yet my requests to stop this waste 
near my own home were unavailing. 

I introduced a bill to cancel the appropriation, but the 
department is working under pressure to expend all the fund 
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before Congress meets. In the same manner the Resettlement 
Administration has built about fifteen thousand homes 
throughout the country, some costing more than $16,000 per 
home unit for rental to the low-income group. In some in- 
stances the General Accounting Office estimated the overhead 
expense to be 40 per cent. 

The huge deficits that have been added to the public 
debt are not due to failures of the revenue. Taxes have been 
increased so that in 1938 we anticipate the highest income in 
the history of our country. 

If we were maintaining a balanced budget, even the 
painful exaction of enormous taxation from our people might 
be justified as a patriotic imposition to meet a period of na- 
tional economic peril expected to be temporary. But we are 
paying the taxes without balancing the budget. Our people 
are paying these painful taxes without relief from the condi- 
tions that cause the pain. The patient who suffers acute 
physical pain should be relieved by morphine, but the cause 
of the pain must be removed or the continuous administra- 
tion of morphine will make the remedy worse than the 
disease. 

Why disguise our condition? A true diagnosis must 
precede an effective remedy, and a true diagnosis requires a 
frank and fearless recognition of our economic predicament. 

What is our situation today? We work under the load 
of the most stupendous debt any nation has ever carried. Our 
taxes are reaching the point of diminishing returns and today 
are a decided factor in the high cost of living. Remember that 
more than half of the taxes collected by the Federal Govern- 
ment come from invisible taxation paid by the housewife, the 
laborer and every one who eats or buys necessities. Last year 
forty-three citizens had incomes of over one million and the 
aggregate of these incomes was seventy-three millions. If we 
confiscated all of this income of these millionaires, the money 
obtained would operate the National Government for only 
about three days. 

Let us not be deceived, the people as a whole will pay 
most of this vast debt and carry this heavy national expendi- 
ture. 

We have suspended the terms of statutory debt require- 
ment that provide for annual contributions to the sinking 
fund in ratio to the public debt. 

We have assumed the responsibility at heavy cost to 
maintain an artificial price of gold throughout the world. 
We are buying and burying in the ground in a costly mauso- 
leum at Fort Knox the same gold that was dug out of the 
ground under the impression that it was usable precious metal. 

The Federal Government is now paying on its obliga- 
tions a low interest rate because money is cheap. Our guest 
tonight, Secretary Morgenthau, has admirably managed the 
issuance of obligations at the lowest possible interest rates. 
But when the obligations become due—and fifteen billions are 
due in the next five years—we face a likely increase in exist- 
ing rates. The obligations given by the government to the 
Social Security Trust Funds bear by law 3 per cent interest 
—an increase of one-half per cent over the average rate now 
paid. An increase in interest rates will remain for a long 






time as a potential new burden on the Treasury. An increase 
of 1 per cent means $400,000,000 annually more to be paid 
by taxation. 

We are told that a balanced budget is on the way. I 
cannot credit this prophecy. On the contrary, I predict that 
on July 1, 1938, the estimated deficit of eight hundred ninety- 
five millions will be at least twice that sum. Without re- 
duced spending, the outlook for 1939 is equally gloomy be- 
cause the business recession, as predicted even by government 
officials for 1938 and already felt by businessmen, will be 
reflected in revenue receipts for the 1939 fiscal year. 

My reasons for predicting a much larger 1938 deficit 
are, first, that the revenue will not reach the estimates, and, 
secondly, the President has allowed only one hundred eighty 
millions in his estimate for deficiency and new appropriations 
in the next eight months, while our deficiency and new appro- 
priations in 1937 were nearly a billion. 

The excessively high receipts estimated to be received 
from the undistributed profits tax will never materialize. This 
new tax system has failed as a revenue producer and has been 
a decided barrier to business recovery, for this law taxes a 
corporation an additional 27 per cent for spending current 
revenue to build new plants and provide new employment. 
When a main problem of America is unemployment it is a 
strange theory to penalize by extra taxation a business enter- 
prise desiring to expand and employ more people. Capital 
must go to work to carry the present burden of unemploy- 
ment, but no enterprise can expand and pay a high additional 
tax penalty for doing so. 

As I conclude, I anticipate some may say, “Well, what 
would you do about it?” The only constructive thing to do 
is to stop writing checks. Talk neither pays debts nor reduces 
expenses. We have talked economy but nothing has been 
done about it. 

As one who has devoted months of study to government 
spending, assisted by competent experts, I declare advisedly 
that we have the most costly and wasteful bureaucracy at 
Washington in the history of the United States of America. 
We have created in four years over fifty new agencies and 
many more bureaus and subdivisions. We have more than 
doubled in four years the Federal employees in the city of 
Washington and the last report shows we are still adding new 
employees. 

Hundreds of millions can be saved in administrative 
and overhead expenses and simplifying the duplications of 
government agencies. Other hundreds of millions can be 
saved by eliminating waste and extravagance from necessary 
activities and by abolishing altogether the less essential ac- 
tivities. We should and can at once go on a pay as you go 
basis—not by new taxes, but by retrenchment. 

You must remember that public economy like private 
economy is not spectacular or attractive. It is a steady, hard, 
uninteresting grind. The home band does not often turn out 
to greet a returning economizer. We talk a lot about it 
and do little. But under our present perilous situation the 
longer we defer economy the greater and more terrible the 
penalty we will pay. 








“I never had a more useful publication than Vital Speeches.” 





Robert A. Taft. 








Vital Speeches of the Day 





Balancing the Budget 


By HENRY MORGENTHAU, JR., Secretary of the Treasury 





Before the Academy of Political Science, Hotel Astor, New York, November 10, 1937 


WELCOME the opportunity to discuss before the 
members and guests of the Academy of Political 
Science the subject of Federal spending and its rela- 

tion to the balancing of the Federal budget. 

Nineteen years ago tomorrow we signed the armistice 
ending the World War. That war was enormously costly 
in human values, and it was enormously costly in material 
values. In the two years between the middle of 1917 and the 
middle of 1919 the Federal Government sustained a net 
deficit of twenty-two billion dollars. 

During the past four years this country has been engaged 
in another war. This time our enemy was a great economic 
disaster. In this war, we fought with jobs and with dollars 
to save farmers from losing their farms; to save home owners 
from losing their homes; to give not only bread but work to 
the unemployed; to increase the security of jobs, property 
values and business profits, and to bring order out of chaos 
in our economic system. 

This war, like that other war, required a many-sided 
campaign under intelligent and courageous leadership—a 
leadership that was magnificently supplied by President 
Roosevelt. 

Finally, this war, like that other war, required a large 
spending program. This program, plus the special needs 
arising out of the great drought and the prepayment of the 
soldiers’ bonus, necessitated net outlays during the four years 
ended June 30, 1937, of some $14,000,000,000 in excess of 
our receipts. 

Of course, it is easily possible to criticize some of the 
detailed uses of the relief funds. Let us concede that there 
was some waste. In any expenditure program of such magni- 
tude this is inevitable. But, contrasted with the human and 
rsaterial values at stake, such wastes as may have occurred 
shrink into insignificance. 

We deliberately used an unbalanced Federal budget 
during the past four years to meet a great emergency. That 
policy has succeeded. The emergency that we faced in 1933 
no longer exists. 

I am fully aware that many of our problems remain 
unsolved. I am aware that there still remains a considerable 
volume of unemployment; that the speculative markets have 
recently been under severe pressure, and that our business 
indexes have recently shown a declining tendency. I am fur- 
ther aware that some persons contend that another great 
spending program is desirable to ward off the risk of another 
business depression. 

I claim no prophetic insight into the future. But, after 
giving serious and careful consideration to all of these and 
other factors, I have reached the firm conviction that the 
domestic problems which face us today are essentially dif- 
ferent from those which faced us four years ago. Many 
measures are required for their solution. One of these meas- 
ures, but only one, in the present juncture is a determined 
movement toward a balanced budget. 





Early in 1933, after three years of progressive deteriora- 
tion, our whole economic mechanism was demoralized. Under 
these conditions there was no agency outside of the Federal 
Government with the resources and the courage to bring 
about a business revival. 


Today the situation is greatly changed. We are now 
nearing the end of one of the most active years in the busi- 
ness history of this country. On the whole, this high level 
of activity has been of a healthy character—not of the char- 
acter that usually marks an unhealthy boom and precedes a 
serious depression. The present situation is not characterized 
by the existence of huge inventories, high interest rates, over- 
extended credit positions or great surpluses of housing and 
capital equipment. We have not reached the stage of full 
employment of our productive resources. On the contrary, 
from all these standpoints, conditions are favorable for a 
continued increase in the level of business activity. 


This stands in contrast to the unhealthy excesses of 
1929. It stands in even sharper contrast to the banking col- 
lapse, the bread lines, the bankruptcies and the general de- 
moralization of 1933. 


Despite the substantial increase in the public debt during 
the past four years, the credit of the Federal Government has 
remained absolutely unimpaired. Not once during even the 
darkest days of the depression did the Treasury experience 
the slightest difficulty in borrowing all the funds that were 
required. Moreover, the rates of interest on our borrowings 
have been lower, for comparable securities, than at any other 
time in the history of the country. 


But the underlying conditions that made deliberate 
deficit spending the wisest kind of policy during the depres- 
sion have been altered during the progress of recovery. Thus, 
when we borrowed during the depression to finance our 
deficit spending, a large part of the funds was obtained 
through an expansion of bank credit. To this extent, our 
spending did not absorb capital funds that might otherwise 
have gone into private industry, nor did it absorb by taxation 
funds that might otherwise have gone into private consump- 
tion. Even to the extent that our bonds and notes were pur- 
chased by non-banking investors, the effect was largely to 
put to work capital funds that would otherwise have re- 
mained idle. 


Our industrial recovery of the last year, however, has 
created large new demands for private capital. Our commer- 
cial banks have been again utilizing their credit resources for 
the financing of private industry. During the present calen- 
dar year, the insured commercial banks of the country have 
substantially reduced their holdings of government securities 
in order to meet actual and prospective demands for com- 
mercial credit. The obligations that they sold, plus an 
amount equal to the securities newly marketed by the Treas- 
ury, were purchased by investors. Any deficit spending under 
conditions of active demand for private capital would have 
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to be financed in large part by capital funds that would other- 
wise be available for business purposes. 

The basic need today is to foster the full application of 
the driving force of private capital. We want to see capital 
go into the productive channels of private industry. We want 
to see private business expand. We believe that much of the 
remaining unemployment will disappear as private capital 
funds are increasingly employed in productive enterprises. 
We believe that one of the most important ways of achieving 
these ends at this time is to continue progress toward a bal- 
ance of the Federal budget. 

I turn now to the immediate practical aspects of budget 
balancing for the coming fiscal year. What are the control- 
ling figures? 

Our total receipts for this year were estimated in the 
President’s budget summation of October 19 at about 
$6,650,000,000, and our total net expenditures at about 
$7,345,000,000, leaving an estimated net deficit of $695,- 
000,000. 

To attain an ordinary balancing of the budget next 
year—that is, a balance after full provision for accruing lia- 
bilities for old-age benefit payments, but exclusive of debt 
retirement—it would be necessary to accomplish a net im- 
provement of about $700,000,000 in our budgetary position, 
as last estimated. To be prudent, we should not count on an 
increase in revenues next year from the existing tax struc- 
ture. Nor should we impose additional taxation. Instead, 
we should plan to bring next year’s expenditures within this 
year’s income. 

But where can cuts totaling $700,000,000 be made? 
After a careful study of the whole problem, I have come to 
the following conclusion: On the one hand, while everything 
possible is being and will be done to keep a tight rein on the 
regular operating expenses of the Federal Government, in- 
cluding the national defense and interest on the public debt, 
I do not believe that we can find large savings in this field. 
Further, our expenditures under the Social Security Act will 
increase next year. 

On the other hand, by focusing attention on the several 
classes of expenditures that have been mainly responsible for 
our past deficitt—namely public highways, public works, 
unemployment relief and agriculture—it is apparent that 
great savings.can be made. 

Let me give you an idea of the possibilities for savings 
in these fields. 

First, take the item of highway expenditures. Prior to 
the depression, the Federal grants to the States for public 
highway construction generally ran under one hundred mil- 
lion dollars annually. This year the total Federal outlays 
for highways, inclusive of emergency expenditures, are esti- 
mated at two hundred fifty-three millions; and, in addition, 
the existing highway programs call for new appropriations 
totaling more than four hundred million dollars for the next 
two years. I believe it is now time to return, to the average 
annual level of highway expenditures that existed prior to 
the depression, especially because during the past few years 
many other millions of dollars have been spent for highways 
out of relief appropriations. 

Second, there is the field of public works, other than 
highways, on which we are spending five hundred and 
seventy-three millions this year. This is a greater sum than 





the total that was spent for this purpose during the entire 
five-year period between 1926 and 1930, inclusive. Next 
year, despite the fact that there will be available from appro- 
priations and allocations already made for this purpose more 
than six hundred millions, I believe that we can and should 
move definitely toward a lower level of public works outlays. 

Third, I sincerely hope that employment conditions will 
make possible a further substantial reduction in our outlays 
for unemployment relief and the CCC camps. During the 
present fiscal year, by reason of more active private business, 
these expenditures are already being reduced by more than 
seven hundred and fifty millions below last year’s. 

I turn next to our expenditures on behalf of agricul- 
ture. The total of this year’s expenditures, exclusive of pub- 
lic highways, for the regular activities of the department, the 
soil conservation program, rural electrification, resettlement, 
commodity loans and lower interest rates for Federal land 
bank borrowers, exceeds $900,000,000. Despite the magni- 
tude of this sum, you are all aware that possible further 
measures involving large additional expenditures are now 
being discussed. 

I am strongly in favor of a long-range program to main- 
tain the independence and the purchasing power of the 
farmer. Such a program must take into consideration the 
farmer’s opportunities in the foreign markets as well as in 
those at home; and no agricultural program can long endure 
which make excessive demands upon the Federal Treasury 
or is unfair to consumers. The farmer himself does not want 
subsidies, but rather such fair prices and such balanced pro- 
duction of crops as will make subsidies unnecessary for his 
decent economic status. 

Balancing the budget is as much in the interest of farm- 
ers as in the interest of other parts of our population; and it 
requires the cooperation of the farmer as well as of other 
sections of the public. 

Only with the solid backing of the public can we hope 
to achieve economies totaling seven hundred millions in the 
four fields that I have cited. 

There may be some persons who would counsel a more 
drastic reduction of expenditures or a program of far heavier 
taxation in order to make certain a more substantial reduc- 
tion in the public debt in the next fiscal year. There are 
serious objections to either of these courses. 

I have already indicated that I believe it undesirable to 
increase taxation. There are equally compelling reasons why 
we should not reduce expenditures too suddenly and too 
drastically. I strongly favor a vigorous program for the pro- 
gressive reduction of Federal expenditures to the minimum 
demanded by the government’s responsibilities. 

Obviously, however, one reaches a point in reducing 
government expenditures at which no further reductions can 
be made, unless it is decided to cripple many essential gov- 
ernmental activities—in other words, unless it is decided to 
make drastic changes in national policy. For example, it 
would mean consideration of such things as weakening our 
national defense, and slowing up or abandoning flood con- 
trol, soil erosion prevention, and relief for the aged and the 
unemployed. Such a course, I believe, would not have the 
approval of either the American people or their elected repre- 
sentatives in Congress. 

Moreover, it would clearly be disastrous to many of the 
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needy unemployed, and disruptive to many sections of private 
industry, if we were to cut government expenditures in the 
coming fiscal year by much more than the amount I have 
indicated. 

We are definitely in a transition period between unbal- 
anced and balanced Federal budgets; but I firmly believe 
that there is just as much danger to our economy as a whole 
in moving too rapidly in this direction as there would be in 
not moving at all. 

Relatively few persons realize the striking fact that the 
net improvement this year in the budgetary position of the 
lederal Government as estimated will amount to more than 
two billion dollars. In other words, the net deficit this year 
is estimated at less than seven hundred millions as compared 
with more than two billion seven hundred millions last year. 

This net improvement of more than two billion dollars 
in a single year provides the best answer to those who, in 
most cases ignorant of the true facts, have publicly despaired 
of our ability to balance the Federal budget. 

True, much of this year’s anticipated budgetary im- 
provement comes from increased revenue, but we are supple- 
menting this by also seeking reductions in expenditures. 

In addition to these considerations I should like to point 
out that as a result of the Social Security Act and related 
State laws it is estimated that the Federal Government next 
vear will receive more than one billion dollars net for invest- 
ment in government securities for the Unemployment Trust 
Fund and the Old-Age Reserve Account. Although this in- 
vestment will not change the total amount of the public debt, 
it will with a balanced budget result in the transfer to these 
reserve accounts of more than a billion dollars of government 
obligations now held by private investors. 

Even during the decade of the Twenties, when the 
‘Treasury was receiving large payments of interest and prin- 
cipal on war debts, and from the sale of surplus war mate- 
rials, the maximum reduction made in any single year in the 
public debt held by private investors was about one billion 
three hundred millions. The rate at which it is safe to reduce 
the public debt in private hands depends upon the rate at 
which private funds flow into investment channels. It is 
unsafe to go too fast. 

Although we are not contemplating any increase in the 
total tax burden, the character of our tax structure is being 
given earnest consideration. 

The Federal tax system affects every one in the country. 
We in the Treasury in studying tax problems have two objec- 
tives always before us: First, that the tax burden shall be 
distributed as fairly as possible, and, second, that the collec- 
tion of taxes shall be as little burdensome to the taxpayer as 
possible. 

It is with these aims that, by direction of the President, 
we have been reviewing the whole tax structure in the last 
few months and are just now in the process of presenting to 
a committee of Congress the information we have collected. 
The study has not been directed toward raising additional 
revenue. Instead, we have sought to determine whether there 
are inequalities and injustices in the distribution of the tax 
burden and whether there are some taxes whose cost of col- 
lection and whose burdensome effect outweigh the revenue 
gain. In addition, we want to simplify collection and make 
the taxpayer's record-keeping less difficult. 

We realize that our tax laws are too complicated; we 








want to make them less so. We realize that there are in- 
equalities ; we want to eliminate as many of them as we can. 

In making this study, we have invited the assistance and 
the advice of groups of taxpayers and of individuals. We 
want to hear the taxpayer’s side of the story. We want all 
the facts we can get and we have obtained both facts and 
opinions. 

Our tax revenues come largely from individual earnings 
and business profits. We do not wish to impose levies which 
tend to dry up the sources of tax revenue. The laws should 
be so written and administered that the taxpayer can con- 
tinue to make a reasonable profit with a minimum of inter- 
ference from his own Federal Government; provided that 
the taxpayer cooperates with his government in carrying out 
the purpose and the spirit of the tax laws. Of course, tax 
policy cannot properly be determined from exceptional cases. 
We must look at the whole picture. We base our decisions 
on extensive information and upon analysis of actual tax 
records. 

The amount of our income-tax revenue is only about 
half our total interna! revenue. Less than three million 
people out of our total population pay individual Federal 
income taxes. We would be applying the principle of capac- 
ity to pay more justly if we were to reduce the number of 
consumer taxes and at the same time to increase the number 
of income taxpayers. Taxpayers who are squarely confronted 
with their own tax burdens are bound to be keenly alive to 
the way the money is being spent by their government. 

The budget now nearing completion is predicated on a 
definite estimate of receipts, based on the existing tax struc- 
ture. It is a cardinal point of our policy that the tax system, 
as revised, must not yield a smaller return for 1939 than the 
present system would yield. 

Let me repeat: We want to adjust inequalities and 
remedy defects in the tax laws. In doing this, we have 
sought the help of the taxpayer and have given him a sym- 
pathetic hearing. If we find that the operation of any par- 
ticular tax is unfair, we stand ready to say so publicly. 

My object this evening has been to present, as clearly 
and as frankly as I know how, a comprehensive picture of 
the Federal expenditures and the budgetary outlook. I have 
tried to make plain the underlying economic reasons, as well 
as the humanitarian ones, for the past deficits; and I have 
tried to bring out clearly the considerations that now demand 
further definite steps toward a balanced Federal budget. 

I have shown why, in my opinion, this balance should 
be sought by a reduction in expenditures without an increase 
in the total of the tax burden. But I have also shown that 
there is a limit to reduction; and that balancing of budgets 
needs the help of industry to keep up total tax receipts unless 
we are again to resort to deficit financing. 

The principal aims of our budgetary policy have been, 
and I hope will continue to be, to promote a high level and 
healthy character of business activity, a maximum volume of 
employment at good wages in private industry, a reasonable 
return to capital and enterprise, fair treatment for our agri- 
cultural population, and adequate revenues to meet the serv- 
ices now demanded of the Federal Government. 

The attainment of these ends rests very greatly on pri- 
vate initiative and on the cooperation of private enterprise. 
This is a necessary supplement to any efforts which the gov- 
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ernment can put forth. This Administration is going to do 
everything possible to promote a continuation of recovery 
and to balance the budget through cutting expenditures. 

But I wish to emphasize that in no event will this Ad- 
ministration allow any one to starve, nor will it abandon its 
broad purpose to protect the weak, to give human security 






and to seek a wider distribution of our national income. We 
are confident that, with the full cooperation of the business 
world, our present difficulties will be overcome; and that the 
aims that I have set forth above, which are properly those 
of private business as well as those of the national govern- 
ment, will be achieved. 


Uncertainty in the Economic Picture 


MESSAGE TO CONGRESS 
By PRESIDENT FRANKLIN D. ROOSEVELT 
November 15, 1937 


Congress, and other matters will require early considera- 

tion. Therefore, it has seemed advisable to call this ex- 
traordinary session to expedite the work of the regular session 
which will begin in January. 

Since your adjournment in August there has been a 
marked recession in industrial production following a fairly 
steady advance for more than four years. 

We have not been unaware of uncertainties in the eco- 
nomic picture. As far back as last Spring I called attention 
to the rapid rise in many prices—a rise that threatened in 
particular the anticipated revival of building. And over a 
month ago I quoted one of the country’s leading economists 
to this effect—that the continuance of business recovery in 
the United States depends far more upon business policies 
than it does upon anything that may be done, or not done, 
in Washington. 

The present decline has not reached serious proportions. 
But it has the effect of decreasing the national income—and 
that is a matter of definite concern. 

During the adjournment of the Congress I have sought 
to avail myself of the wisdom and advice of managers of 
large industrial and financial enterprises, of owners of small 
businesses in many lines, and of representatives of agricul- 
ture and of labor. 

Out of long experience I place great value on this 
method of getting suggestions from every possible source. 
Single answers or simple slogans will not cure the compli- 
cated economic problems which today face all nations. 

To overemphasize one symptom out of many, to over- 
emphasize any one panacea that for the moment appeals to 
any one group, is to play with the lives of all the men and 
women of America. 

The ultimate answer to the conditions of today is a 
cordial and confident cooperation not only between govern- 
ment and every kind of citizen but also between every kind 
citizen and his government. As never before in our history, 
the well-being of those who have much, as well as those who 
have less, depends upon a contented society of good-will 
where the good-will rests on the solid foundation that all 
have enough. 

From these conferences and from other sources many 
suggestions have come to me and to other members of the 


I MPORTANT measures are already pending before this 


executive branch of the government. Some of these recommen- 
dations are consistent with each other; some are at complete 
variance. 

But these discussions make it clear that we have enough 
wisdom in the country today not only to check the present 
recession but to lay the groundwork for a more permanent 
recovery. If the people are as willing as government to use 
the economic knowledge gained in recent years, this reces- 
sion need go no further. 

With the exercise of ordinary prudence, there is no rea- 
son why we should suffer any prolonged recession, let alone 
any general economic paralysis. Despite some maladjust- 
ments, which can be corrected, underlying conditions are not 
unfavorable. 

The fundamental situation is not to be compared with 
the far different conditions of 1929. The banking system is 
not overextended. Interest rates are lower. Inventories are 
not dangerously large. We are no longer overextended in 
new construction or in capital equipment. Speculation re- 
quiring liquidation does not overhang our markets. 

Obviously an immediate task is to try to increase the 
use of private capital to create employment. Private enter- 
prise, with cooperation on the part of government, can ad- 
vance to higher levels of industrial activity than those reached 
earlier this year. Such advance will assure balanced budgets. 
But obviously, also, government cannot let nature take its 
course without regard to consequences. If private enterprise 
does not respond, government must take up the slack. 

What we can do covers so wide a field and so many 
subjects that it is not feasible to include them all in this 
message. 

A little later I will address you further in regard to pro- 
posals to encourage private capital to enter the field of new 
housing on a large scale—a field which during the past four 
years has failed almost completely to keep pace with the 
marked improvement in other industries. 

On the subject of taxation, in accordance with my sug- 
gestion of last Spring, committees of the Congress, with the 
cooperation of the Treasury Department, are already en- 
gaged in studies aimed at the elimination of any injustices in 
our tax laws. Unjust provisions should be removed, provided 
such removal does not create new injustices. 

Modifications adequate to encourage productive enter- 
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prise, especially for the smaller businesses, must not extend 
to the point of using the corporate form for the purpose of 
hiding behind it to reduce or eliminate taxes in a way not 
open to an individual or partnership. 

. Nor should we extend tax privileges to speculative prof- 
its on capital where the intent of the original risk was specu- 
lation rather than the actual development of productive en- 
terprise. Nor can we at this time accept a revision of our 
revenue laws which involves a reduction in the aggregate 
revenues or an increase in the aggregate tax burdens of those 
least able to bear them. 

We should give special consideration to lightening in- 
equitable burdens on the enterprise of the small businessmen 
of the nation. Small businesses, or even those of average size 
have difficulties of financing and distribution which are not 
shared by large corporations. Therefore, by special tax con- 
sideration they should receive more equal opportunity to com- 
pete with their more powerful competitors. 

In this way we may also find assistance in our search for 
a more effective method of checking the growing concentra- 
tion of economic control and the resultant monopolistic prac- 
tices which persist today in spite of anti-trust statutes. A 
further search for additional methods to meet this threat to 
free competitive enterprise is called for at this time. 

The proposed Federal budget for the coming fiscal year 
also will shortly be ready for submission to the Congress— 
a budget which I expect can be brought within a definite 
balance. 

Still other matters are receiving renewed examination— 
for instance the problems of the railroads and of other public 
utilities. Here because of thoroughly unsound financing ex- 
tending over many past years, solutions will frankly be 
difficult. 

But as we work with these problems of detail we must 
not forget the broad central truth that this administration 
has pledged itself to the people of the United States to carry 
on with a wide social program pointed toward higher living 
standards and a more just distribution of the gains of civiliza- 
tion. Much of that program is already in effect, but its con- 
tinued and complete success depends on a wider distribution 
of an immensely enlarged national income. Such enlargement 
presupposes full employment of both capital and labor— 
reasonable profits and fair wages—a resumption of that vigor- 
ous moving equilibrium which began in 1933. Deflation and 
inflation are equal enemies of the balanced economy that will 
produce that progressive increase in national income. 

In the attainment of the broad central purpose we recog- 
nize many related objectives. This message, however, deals 
with only four of these objectives—four which are already 
being considered by the Congress. Two relate directly to 
the stabilization and maintenance of the purchasing power of 
the nation. The other two, essential tools for the whole task, 
look to the improvement of the machinery and functioning of 
both the executive and legislative branches of the Federal 
Government. 

Intention to pass a new and permanent national farm 
act was declared by the Congress in joint resolution last 
summer. Great as the need was then, that need is still greater 
today. Some crops will begin to be planted within three 
months. 

In recent weeks farmers have once more been facing 





acute surpluses and falling prices. Cotton farmers are har- 
vesting the largest cotton crop in all our history—5,000,000 
bales more than the markets of this country and of the world 
have been accustomed to take. Corn farmers and potato 
farmers are harvesting crops that threaten to crush them for 
producing this plenty. And the producers of other crops are 
wondering how soon they, too, will be the victims of surplus 
uncontrolled. 

We must continue in our efforts toward abundance 
without waste. We need legislation which will not only pre- 
vent new farm surpluses from causing new collapse in farm 
prices but which will also safeguard farmers and consumers 
against the hazards of crop failure. We need an “all 
weather” farm plan—a plan that uses the reasonable sur- 
pluses of a year of good weather to carry over food supplies 
to make up for the shortages of a year of bad weather. 

Out of the experience of the last five years we have 
learned that with the aid of the government, farmers can 
successfully guard themselves against economic disaster. 

In formulating a farm program there are certain things 
we must keep in mind. 

We must keep in mind the fertility of our soil. We 
have begun to assist farmers to stop the waste of soil and 
save the good soil that remains. Any sound, long-time pro- 
gram must have soil conservation as a principal goal. 

We must keep in mind the economic welfare of farm 
families. As a long-time national policy, farmers must have 
a fair share in the national income to supply farmers’ buying 
to keep city factories running. 

We must keep in mind the consumers of the nation. 
The blighting droughts of 1934 and 1936, which spelled 
disaster for so many farmers in those years, were brought 
forcibly home to our large cities in the high prices of many 
foodstuffs this year. Consumers should have the same pro- 
tection against the underproduction of years of scarcity as 
the farmers should have against the overproduction of years 
of glut. 

We must keep in mind the American democratic way. 
Farm programs cannot long succeed unless they have the active 
support of the farmers who take part in them. Our program 
should continue to be one planned and administered, so far 
as possible, by the farmers themselves. Here again majority 
rule seems justified. If and when huge surpluses in any one 
crop threaten to engulf all the producers of that crop, our 
laws should provide ways by which a small minority may be 
kept from destroying the proceeds of the toil of the great 
majority. 

We must keep in mind the United States Treasury. I 
have already expressed my view that if the new farm act 
provides for expenditure of funds beyond those planned in 
the regular budget, additional means should be provided to 
yield the additional revenue. May I reiterate that with all 
the emphasis I can give? 

We must keep in mind the Constitution of the United 
States. Although vital portions of the Agricultural Adjust- 
ment Act were set aside nearly two years ago by the Supreme 
Court, acts of Congress to improve labor relations and assure 
workers’ security have since then been upheld. In these later 
decisions the powers of the Federal Government to regulate 
commerce between the States and to tax and to spend for the 
general welfare have been clearly recognized. 
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I believe that the courts themselves are coming to have 
increasing regard for the true nature of the Constitution as 
a broad charter of democratic government which can function 
under the conditions of today. I believe that the Congress 
can constitutionally write an adequate farm act that will be 
well within the broad meaning and purpose of the Consti- 
tution. 

I hope and believe that the Supreme Court will not 
again deny to farmers the protection which it now accords 
to others. 

I believe that the country as a whole recognizes the need 
for immediate Congressional action if we are to maintain 
wage income and the purchasing power of the nation against 
recessive factors in the general industrial situation. The 
exploitation of child labor and the undercutting of wages 
and the stretching of the hours of the poorest paid workers 
in periods of business recession has a serious effect on buying 
power. In the interest of the national economy such adjust- 
ments as must be made should not be made at the expense 
of those least able to bear them. 

I further believe that the country as a whole realizes 
the necessary connection between encouraging businessmen 
to make capital expenditures for new plants and raising the 
total wage income of the total of our working population. 
New plants today mean labor-saving machinery. What does 
the country ultimately gain if we encourage businessmen to 
enlarge the capacity of American industry to produce, unless 
we see to it that the income of our working population actu- 
ally expands sufficiently to create markets to absorb that in- 
creased production? 

I further believe that the country as a whole recognizes 
the need of seeking a more uniformly adequate standard of 
living and purchasing power everywhere, if every part is to 
live happily with every other part. We do not recognize the 
destiny of any State or any county to be permanently back- 
ward. Political and social harmony requires that every State 
and every county not only produce goods for the nation’s 
markets but furnish markets for the nation’s goods. 

This does not mean that legislation must require imme- 
diate uniform minimum hour or wage standards; that is an 
ultimate goal. 

We should provide flexible machinery which will enable 
industries throughout the country to adjust themselves pro- 
gressively to better labor conditions. But we must not forget 
that no policy of flexibility will be practical unless a coordi- 
nating agency has the obligation of inspection and investiga- 
tion to ensure the recognition and enforcement of what the 
law requires. 

Although there are geographic and industrial diversities 
which practical statesmanship cannot well ignore, it is high 
time that we had legislation relating to goods moving in or 
competing with interstate commerce which will accomplish 
two immediate purposes: 

First. Banish child labor and protect workers unable to 
protect themselves from excessively low wages and excessively 
long hours. 

Second. End the unsound practice of some communities 
—by no means confined to any one section of the country— 
which seek new industries by offering as the principal attrac- 
tion labor more plentiful and much cheaper than may be 
found in competing communities. To them the Congress 








should reiterate the oft-repeated pledge of political parties 
that labor is not a mere commodity. 

Last January I presented for the consideration of the 
Congress the improvement of administrative management in 
the executive branch of the government. Five principal ob- 
jectives were outlined: 


(a) To create one or more additional departments and 
to give the Chief Executive authority to arrange all present 
and future strictly executive activities in or under regular 
executive departments. 


(b) To establish a budget and efficiency agency, a 
personnel agency and a planning agency through which the 
Chief Executive may coordinate the executive functions. 

(c) To permit the Chief Executive to make a slight 
increase in the White House staff so that he may keep in 
close touch with, and maintain knowledge of, the widespread 
affairs of administration which require his final direction. 

(d) To establish accountability of the Executive to the 
Congress by providing a genuine independent audit by an 
officer solely responsible to the Congress, who will, however, 
have no administrative part in the transactions he audits and 
certifies. 


(e) To extend the merit system upward, outward and 
downward to cover practically all non-policy determining 
posts. I am giving consideration to proposed executive orders 
extending the merit principle of selection under the authority 
vested in me by the Constitution and revised statutes. 

Executive orders, however, have not the permanence of 
law; they will not lessen the need for permanent legislation 
on this subject in connection with reorganization. I, there- 
fore, seek a statutory modernized machinery for the perma- 
nent enforcement of merit principles in appointment, promo- 
tion and personnel management throughout the government 
service. 

The experience of States and municipalities definitely 
proves that reorganization of government along the lines of 
modern business administrative practice can increase effi- 
ciency, minimize error, duplication and waste, and raise the 
morale of the public service. But that experience does not 
prove, and no person conversant with the management of 
large private corporations or of governments honestly sug- 
gests, that reorganization of government machinery in the 
interest of efficiency is a method of making major savings 
in the cost of government. 

Large savings in the cost of government can be made 
only by cutting down or eliminating government functions. 
And to those who advocate such a course, it is fair to put 
the question—Which functions of government do you advo- 
cate cutting off? 

Of equal importance with intelligent reorganization of 
the executive departments is intelligent reorganization of our 
methods of spending national funds for the conservation and 
development of those natural resources which are the founda- 
tion of a virile national life. I said in a special message to 
the Congress last spring—We have reached a stage in the 
depletion of our natural resources where we should allot a 
definite portion of each year’s budget to this work of hus- 
bandry. 

Our present machinery for carrying out such purposes, 
however, is geared to methods of which the rivers-and-harbors 
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legislation of many years ago is an example. We spend 
sporadically—on a project here and a project there, deter- 
mined upon without relation to the needs of other localities— 
without relation to possibly more important needs of the same 
locality—without relation to the national employment situa- 
tion or the Federal budget. 

To avoid waste and to give the nation its money’s worth 
from the national funds we expend, we must, like any busi- 
ness corporation, have a definite building and operating plan 
worked out ahead of time—a planned order in which to make 
expenditures, a planned timing for expenditures so that we 
may keep our working force employed, and a planned co- 
ordinated use of the projects after completion. 

And because relative values of local projects should be 
appraised before they come to Washington, first by those 
with local knowledge and then by regional conferences, we 
must have some kind of local and regional planning ma- 
chinery and coordination to get full value out of the final 
appropriations authorized in Washington—money value and 
human value. 

Last year I recommended such machinery. For this pur- 
pose of conservation and development of our natural re- 


sources, I recommended that the country be divided into the 
seven great regions into which nature divided those resources 
—that in such regions local authorities be set up to arrange 
projects into some kind of comprehensive and continuing plan 
for the entire region—and that only after such consideration 
should regional projects be summitted to the Executive and 
to the Congress for inclusion in a national development pro- 
gram of such size as the budget of the year will permit. 

Such machinery will provide decentralization. It will 
give local communities and the nation alike new confidence 
in the true worth of such expenditures. 

What these four subjects promise in continued and 
increased purchasing power—what they promise in greater 
efficiency in the use of government funds—are intelligent 
foundations for the other plans for encouragement of indus- 
trial expansion with government help. What they promise 
in social contentment is an almost necessary basis for greater 
security of profits and property. 

In the months they have been before the Congress they 
have been discussed from one end of the country to the other. 

For the sake of the nation, I hope for your early action. 


Invoke the Neutrality Act At Once! 


By GEORGE SOULE, Editor, THe New Repustic 
Radio address, November 4, 1937 


one which engages strong American sympathies. Most 

of us do not see any justification for the invasion of 
one country by the military forces of another, and are par- 
ticularly revolted by the bombing of civilians from the air 
and by the laying waste of a peaceful countryside. We would 
stop this barbaric destruction if we could. At the same time 
there is an overwhelming resolution that this country should 
not participate in a foreign war. No good can possibly be 
done by spreading the arena of conflict and adding the blood 
of American soldiers and sailors to that which is already be- 
ing spilt. 

The Neutrality Act of 1937 was passed to help make 
sure that the United States would never again be embroiled 
in a war between two foreign countries. It is supposed to go 
into effect whenever such a war breaks out. Its enforcement 
is automatically required if war is declared. But since Con- 
gress knew that some wars are fought without any formal 
declaration, it provided also that the act should go into effect 
whenever the President decides that a state of war exists. So 
far, the President has refused to proclaim that a state of war 
does exist between Japan and China, and so the law remains 
a dead letter. 

What would he have to do if he did invoke the law? It 
provides that there shall be no exports of arms, ammunition 
or implements of war to either side, and that no loans or 
credits shall be extended to either. It forbids American citi- 
vens to travel on belligerent ships. And it forbids American 


Te war now being waged by Japan against China is 


merchant vessels or aircraft to carry munitions to either side, 
or to arm themselves if engaged in trade with a warring na- 
tion. These provisions are intended to prevent the kind of 
trouble that helped to draw us into the last world war. If 
they were enforced, there would be no munitions traffic to 
build up a commercial or financial interest in the success of 
one side or the other. There would be no war loans to be 
protected. There would be no American lives lost in the 
effort of one warring power to prevent munitions from reach- 
ing the other, through submarine sinkings or otherwise. And 
there would be no American ships sunk or taken captive. 

Recognizing that war trade nowadays consists of far 
more than guns and ammunition, and may include many 
kinds of raw materials or manufactured products, the law 
also empowers the President to prevent American ships from 
carrying such things to either belligerent, if he thinks this 
trade will endanger our peace. And it permits him to declare 
that such goods, if exported from American ports to belliger- 
ents at all, in ships of any nationality, must be paid for in 
cash before they leave our shores. Thus no claims could arise 
for their subsequent destruction at sea. 

These are obviously sensible precautions, if what we 
want most is to keep out of trouble. The principal argument 
used against applying them in the present case is that we sym- 
pathize with China and so do not want to stop selling muni- 
tions to her. Of course the law would require us to stop 
selling munitions to Japan at the same time. But it is con- 
tended that it would hurt China more than Japan, because 
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China is not equipped to make her own war implements, 
whereas Japan is so equipped, and does not need to buy them 
abroad. 

I do not think there is much merit in this contention. 
Japan has established a blockade of Chinese ports. American 
shipments of munitions to China will have to run this block- 
ade. Japan may hesitate at the beginning to interfere with 
our war trade to China, but if the fighting goes on for very 
long and China gets substantial help from us, the Japanese 
will certainly try to stop it. Then either China will not ob- 
tain many munitions from us or we shall have to compel 
Japan to let our shipments through. A quarrel with a sea 
power about war trade is exactly what the Neutrality law 
was framed to prevent. Reduced to its lowest terms, the 
question is whether we want to run the risk of war with 
Japan in order to get to China the munitions that she needs. 
If we do not want to do that, we had much better begin en- 
forcing the law before any disputes arise. Once an American 
ship is sunk or American goods are confiscated by the Japa- 
nese, hostility will be aroused and it will be harder for us 
to withdraw. 

It is far from certain that Japan would not be injured 
by a neutral embargo as much as China, or even more. China 
could not possibly stop our exports of munitions to Japan, 
and while it is true that Japan does make the most of her 
own military equipment, she has bought a considerable num- 
ber of airplanes from us and may buy more as the war goes 
on. Furthermore, if the President should invoke the “cash 
and carry plan” as applied to materials like scrap steel, oil 
and other important commodities, Japan would be handi- 
capped severely in buying the materials that she needs to 
make her munitions, because she does not produce these ma- 
terials in sufficient quantities at home. 

Some object to the application of the law on this very 
ground—that it might injure Japan enough to get us into 
trouble with her. But since the law applies equally to both 
parties, and was passed long before the present conflict broke 
out, Japan could have no ground for complaining that we 
were deliberately discriminating against her. 

Another objection to the application of the law comes 
from those who want to leave the way open for one-sided 
action against Japan. Japan has violated the Nine-Power 
Pacific Treaty and the Kellogg-Briand peace pact, both of 
which the United States has signed. Japan is, furthermore, 
an aggressor as defined by the League of Nations, and the 
League powers may conceivably decide to try to stop her as 
they tried to stop Italy in the Ethiopian war, by applying 
embargoes against her while allowing China to buy anything 
she wants. Should not the United States, it is asked, keep a 
free hand to cooperate in this possible international action? 
If we had already embargoed war trade with both nations 
we could not exercise this discrimination. 

But it is extremely unlikely that economic sanctions will 
be applied against Japan. They could not possibly be effective 
without the cooperation of the British Empire, and Prime 
Minister Chamberlain of Great Britain has already declared 
in a public speech that Great Britain has no intention of im- 
posing sanctions. Furthermore, the experience of trying to 
stop Italy is not encouraging. In spite of the embargoes, she 
went right ahead, and won the Ethiopian war. All they did 
was to arouse hostility and embitter the whole European sit- 
uation. Italy might have been stopped if she had been de- 
prived of oil, or if Great Britain and France had interfered 


with her troop shipments. But when that was proposed, 
Mussolini threatened to fight Great Britain, and there is 
little doubt that he meant it. Sanctions sufficiently drastic to 
stop Italy would have meant war against him. 

The same probably holds true in the case of Japan. 
Merely to embargo arms and ammunition shipments, or even 
food shipments to her would not stop her because she has 
enough of these things. The fact that it would be a one- 
sided embargo, and that China would be permitted to buy 
what she wanted, would not help China to win, because 
Japan is capable of preventing supplies from reaching China 
anyway. The only effective way to stop Japan would be to 
take such extreme measures in getting munitions through 
the blockade to China, or to strangle her own trade suf- 
ficiently, so that she would be almost certain to resist by 
force of arms. We should then be engaged in still another 
war to end war. If we are willing to fight in order to resist 
Japanese aggression in China, then we may reasonably go 
ahead with the sanctions policy. If not, sanctions will be use- 
less and we might as well devote our attention to keeping 
clear of entanglements. 

There is still another line of argument against the Neu- 
trality Act. This maintains that the act is not important in 
the present situation anyway, because neither China nor 
Japan can buy much here that the application of the law 
would prevent them from buying. The credit of neither is good 
enough so that they can borrow money, law or no law. There 
is no chance of a large American munitions trade growing 
up to supply these particular combatants. Nor is there any 
chance of American passengers on belligerent ships being 
drowned, because China has no ships on which to carry them, 
and no navy to interfere with Japanese ships. While it is 
difficult to predict what may happen, there is truth in these 
contentions. Nevertheless the application of the law might 
easily prevent dangerous incidents that would otherwise oc- 
cur. As long as there is no good reason for not applying it, 
it is worth while to safeguard ourselves against these possible 
incidents. 

What is really at stake, however, is something much 
larger than the risks of the present situation. Everyone knows 
that the war may spread, that ultimately other powers such 
as Soviet Russia or Great Britain may be drawn in. In that 
case it would be extremely important whether we had taken 
a neutral course or not. If the Neutrality Act is applied to 
Japan and China, it must logically be applied to any other 
nation that may take part in this or any future war. If the 
Neutrality Act is not applied to Japan and China, it is prob- 
ably dead for the future, and will never be enforced. Do we 
firmly intend to keep out of war, whatever its nature and 
whoever is engaged? Or do we want to remain free to be 
drawn in on the side of those who we may believe to be in 
the right, or toward whom we are friendly? Many who are 
against the act are really against it because they foresee a 
world war in which they will want the United States to help 
one set of nations against another set. Those of us who think 
no good can come of war, or of American participation in 
war, no matter what its slogans, and no matter whether it is 
ostensibly being fought for democracy, or for any other noble 
purpose, would be wise to see that the drift in this direction 
is stopped, and stopped now. The way to stop it is to insist 
that the Neutrality Act be invoked at once, thus putting the 
world on notice that the United States does not intend to 
take sides in any war whatsoever. 
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A Hokus-Pocus 


THE SOCIAL SECURITY TAX 





By GENERAL HUGH S. JOHNSON 
Over WJZ, November 2, 1937 


body who works for a living is having his pay reduced 

a little each month for this purpose. It is a pay-roll 
tax. The boss collects it on a check-off system, and gives it 
to the Government. He also has to add nearly double what 
he takes from your pay, and send that also to the Government 
for your account. It is supposed to be like a premium for 
life insurance. You and the boss pay a little now to buy pro- 
tection for you in your old age, in the form of a small pen- 
sion, maybe $30.00 a month. Also, to those who pay for un- 
employment compensation, in percentages taken from their 
pay, there will be some small benefit payments if you lose 
your job. 

These taxes are very small now, but they’re to get a 
little larger every year until 1949, when the combined pay- 
ments will be around nine cents, nine per cent, of the na- 
tional pay-roll. 

The amount of money taken from the pay-roll of work- 
ers and paid to the Government may get to be as big as one 
and a quarter billions a year, and the amount of the workers’ 
pay thus accumulated will rise to fifty or sixty billions—much 
more than all the money there is in the world. 

Of that nine per cent tax on all pay, the worke: will 
never pay directly more than three per cent. You think the 
boss pays the other six per cent, but that may be very mis- 
leading. Workers are not employed unless the employer 
makes a profit. The difference between cost and selling price. 
Such taxes on the boss are parts of cost. To preserve his 
profit margin, he must either increase his price, or reduce his 
cost. In other words, he doesn’t really pay the tax; if he 
raises the price, the consumers pay it; and all workers are 
consumers. If he reduces his cost, it is pretty pat to come out 
of the workers’ pay. Anyway you look at it, the worker will 
pay most of that nine per cent of his pay to get his Social 
Security, ten, twenty or thirty or however many years it is 
trom now. 

When you add to that the fifteen to twenty per cent 
that all workers now pay in other kinds of hidden taxes, the 
whole bill gets up around twenty-five to thirty per cent of 
your pay, and if and when we get these new AAA processing 
taxes, on food and clothing, it will be more. 

Now we must have Old Age Pensions and unemploy- 
ment compensation. We are behind many other countries in 
providing them. Our fast moving mechanical, highly organ- 
ized industry doesn’t take care of the lives it uses up, as well 
as our old pioneering country did. They must be taken care 
of. I know of nobody who is opposed to Social Security, but 
| know of many who are alarmed about how our present 
system is working out. 

What will the Government do with this vast income it 
is taking from all workers, including the very poorest? The 
insurance companies invest premiums paid them in mortgages 
and other property, to be held in trust for those who pay it. 
rom these incomes and increases in values—this great pool 
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of property—they pay losses and pensions. Is the Govern- 
ment doing something like that with these savings of yours? 
It is not. It is spending them. It will use them to pay the 
expenses or the debt of Government from now on. They go 
to farmers in benefit payments, to the unemployed on WPA 
or Home Relief, or for whatever the Government spends 
money—gone with the wind. 

All that goes into your reserve is a paper IOU. When 
the time comes to pay, there won’t be any more value there 
than if the workers had paid nothing in taxes all over these 
years, instead of fifty billion dollars. It is not like the insur- 
ance companies, where there is property piled up to pay from; 
property bought through the years and held in trust until 
the debt is due. 

There will be only debts for dead horses in the Social 
Security Reserve. The Government will have to go out and 
tax or borrow from somebody to pay the hundreds of millions 
a year that will be due to old or unemployed workers, when 
that time comes. Who will the Government tax? Who al- 
ways pays the taxes in the end? Workers and consumers. 
Taxes are paid in the sweat of every man who labors. All 
your pennies buy is a promise of government to tax your 
children to take care of you in your age. It is even worse 
than that; because your money has been all spent by govern- 
ment in this generation, your children, in addition to carry- 
ing your Social Security load, or taking care of you, will 
have to pay their own Social Security tax. Their burden will 
be just double, and your grandchildren’s may be trebled. 

Now there’s something terribly wrong here. What this 
turns out to be is just a bare-faced new income tax, to sup- 
port present federal extravagance. In effect, working up to 
about nine per cent on the pay of the lowest income groups 
in the country, and imposing on the future, nothing but debt. 

We hear a lot of political palaver, about a great liberal 
government taxing the rich, to share the wealth, taking from 
the Haves to give to the Have Nots, re-making the earth for 
the benefit of the one-third of us who are underfed, poorly 
housed, and badly nourished. The poor are led to believe 
that they have no concern in the cost of this, because it is all 
done by soaking the rich. On this argument we are encour- 
aged to demand that this spending continue ferever, because 
it is redistributing wealth and income—so they say. 

But what are the facts? Of the federal revenue, there 
is only about one-billion in personal income taxes out of be- 
tween six and seven billions of total revenue that is not in 
some -way certainly passed on to workers and consumers, and 
paid directly in the price of everything they eat or wear or 
enjoy or consume or indirectly. An even greater percentage 
of the revenue of the states, counties or cities is taken mostly 
from workers and consumers directly or indirectly. The 
Social Security Tax is a new and additional direct federal 
tax of truly staggering proportions, taken to pay for current 
spending, levied adroitly on the pay of the poor by fooling 
them into thinking it is an insurance premium. 
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The Federal Government did not hesitate either to lay 
a sales tax, called a processing tax, on food and clothing of 
the poor, to support the AAA and in all probability, that is 
soon to be done again. 

The rich are not paying for this colossal federal spend- 
ing, except in small part. This re-making of the country and 
supposed redistribution of wealth! The poor are paying a 
far greater proportion of their meager incomes. It reduces 
the buying power and standard of living of every man who 
works. It is not distributing wealth; it is distributing pov- 
erty, destroying employment, lowering wages and preventing 
the return of prosperity to this country. Is that what our 
people want? If it is, that is what we should have. But 
most people do not know about the hidden taxes that take 
fifteen to twenty per cent of their income. This Social Se- 
curity Tax which is designed to take up to nine per cent 
more, they pay gladly, because they think the Government is 
saving it for them, not spending it, to load the care of them, 
in their old-age, not on their own savings but on their chil- 
dren. It won’t do. It isn’t intentional deceit, but it is deceit 
of the blackest none the less. 

Because it fools people as to what is being done to them, 
as to how the Government is really handling its financial 
problem, and as to the security which they think that they 
are buying. It is not intentional; nobody could be so cruel. 
It is just a terrible blunder. There is no purpose in seeking 
someone to blame. This law was passed by large majorities 
of both parties. It is the fault of the bum’s rush—the slap- 
dash way in which new and radical legislative changes have 
recently been cooked up by amateurs and rushed through 
Congress on a must order, without sufficient study. This 
thing has got to be cured. No doubt about that. 





Federal taxation must be levied on the principle of abil- 
ity to pay. We cay’t continue unlimited spending out of the 
pockets of the poor. If the government can’t work out re- 
serves of real values behind these savings on the principle of 
insurance, then this tax must be repealed, and Social Security 
paid for out of the current revenues of the Government in 
taxes assessed where they can be paid with the least hardship 
and without shifting the extravagances of Government to 
the pockets of the poor, or to the backs of coming genera- 
tions of the children of the poor. 

This terrible error discloses a plain duty for the Fed- 
eral Government to be more frank and fair in stating to our 
people of all classes the exact bearing and burden of its tre- 
mendous spending. It would be a simple thing for the Treas- 
ury to work out and advertise the exact weight of all old and 
proposed new indirect taxation on the low income classes; 
and also of the burdens of the state and local taxes which 
are added to federal taxes, passed on to and paid by those 
least able to pay for them. It is inexcusable to leave this most 
vital question to the assertions and denials of politicians seek- 
ing votes. The true burden of taxes is an arithmetical fact, 
an ascertainable, definite thing. Only the great responsible 
statistical departments of political government can state it 
officially, fairly, scientifically and they never do. 

This political concealment is a horrible hokus-pocus on 
the poor; it is precisely this lack of knowledge of the hidden 
drains on their pitiful income that leads them to cheer for 
the very extravagances that may ruin them and for the 
demagogues who failed to tell them the truth, or who deny 
that truth when it is told. An almost universal concealment 
or an outright deceit about the true bearing of spending and 
taxation is the greatest remaining political abuse in this 
country. 


Morality or Force? 


By DR. NICHOLAS MURRAY BUTLER, President of Columbia University 
World Broadcast, Armistice Day, November 11, 1937 


HE world has come to the nineteenth anniversary of 
the day when the signal was given to Ground Arms! 
On that day the civilized world burst into an ecstasy 
of joyous exclamation. The greatest of all wars was ended. 
The world had been made safe for democracy. Human lib- 
erty, protected and strengthened by historic and well tested 
political, economic and social institutions, was to have full 
opportunity to march forward to human satisfaction and 
human happiness. A new era in the history of civilization had 
opened. There were no clouds in the sky of human confi- 
dence and human hope. 

What kind of a world is it upon which we look out to- 
day? Is it a world at peace, a world of prosperity, a world in 
which human liberty is everywhere protected and given op- 
portunity to express itself on the highest plane of intellectual 
and moral endeavor? It most certainly is not such a world. 
It is a world of discordant, untrusting and combating na- 
tions, everywhere at economic war with each other, while at 
least two cruel and heartless military wars are going forward 
without formal declaration and in flagrant violation of every 





principle of public morals and international law. Great peo- 
ples devoted to peace, and convinced that it is practicable to 
achieve it, are everywhere feeling themselves forced to spend 
huge sums upon the most destructive of armaments in order 
that they may, if need be, protect themselves against eventu- 
alities which they believe to be only too threatening. 

In other words, while military arms were grounded on 
Armistice Day nineteen years ago, economic arms were mul- 
tiplied many times in number and in destructive power. 
Where freedom was expected to rule, compulsion and regi- 
mentation have taken its place. Instead of unselfish human 
service on the highest plane of economic and moral excel- 
lence, we are confronted with a world of nations every one 
of which is engaged in the process of economic self-destruc- 
tion by policies which for the moment it regards as nationally 
advantageous. Lack of understanding, lack of foresight, lack 
of moral sense, are paralyzing the world and inviting the rule 
of force which, when it comes, quickly becomes the rule of 
armed force. 

It is already more than four years since the economic 
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conference held in London broke down. Mr. Secretary Hull, 
the head of the American delegation at that conference, 
warned the world at that time that it could not go on as it 
was then going without disaster. He himself has done his 
best to set its feet on the straight and narrow path of prog- 
ress and of hope, but there is a long, long way yet to go and 
very much still to be done. Until the world-wide economic 
war comes to an end and the signal is given to ground eco- 
nomic arms, there can be no escape from the steady progress 
toward a rearmed and war-expecting world. 

On October 5 last, the President of the United States 
in a short but vitally important declaration made in the city 
of Chicago, struck the most significant note as to the policy 
of the American Government toward international security 
and international peace that has been heard by our people 
since the fateful summer of 1919. Those few words quick- 
ened and heartened the spirit of the whole world. If the 
Government ef the United States will really join in the es- 
tablishment of peace, then indeed will the clouds begin to 
lift and hope return to sorrowing human hearts. 

There are those who still cherish the illusion that the 
American people are remote and aloof from the rest of the 
world and that whatever happens save under the stars and 
stripes does not concern them. The folly of this illusion is 
only exceeded by its profound immorality. If one sees a fel- 
low human being assaulted and outraged in a public place, 
he quickly gives the alarm and calls the police. He does not 
regard himself as aloof from this criminal happening but 
rather sees it to be of direct and intimate concern to himself 
and to the social order of which he is a member. Precisely 
the same is true of the conduct of nations. An assault by one 
nation upon another has now become as criminal an act as is 
the assault of one individual upon another. We are no longer 
living in the eighteenth or in the nineteenth century; we 
are in the twentieth century when governments which have 
pledged their word are expected to keep it. They are no 


more at liberty to deceive and to violate their plighted faith 
than is the individual citizen. 

The consequences ought to be plain to any man with 
eyes to look realities in the face. An organized family of na- 
tions must come into being to protect the moral standards of 
those nations themselves and through an international police 
to do for the world’s order precisely what the municipal 
police does for the order of the neighborhood. To call this 
police work war is a flat contradiction in terms. It is the 
instrumentality for the rule of law, and to the rule of law 
there is absolutely no alternative but the rule of force. 

If complete economic collapse and war are really to be 
avoided, these fundamental principles must be accepted and 
acted upon without farther delay. The mere announcement 
that the Mediterranean was to be policed by the navies of 
Great Britain and of France caused a prompt disappearance 
of the so-called piratical submarines. The mere presence of 
the police on the streets of a great city prevents a thousand 
outrages for every one which requires the use of force to 
repress it. 

In particular, the smaller nations must have protection 
lest their larger and more powerful neighbors attempt to 
violate or to impose upon them. Under the Constitution of 
the United States, Delaware and Rhode Island are as self- 
controlled in their governments as are Pennsylvania and Mas- 
sachusetts. There is no reason why the same principle should 
not rule in the organized family of nations, but until a con- 
trolling world public opinion is developed an international 
police may from to time have to be called upon to prevent 
what are in effect criminal outbreaks. 

Over and over again, it must be said that there is only 
one way to keep out of war and that is to prevent war by re- 
moving the causes of war. This is a world problem and in- 
volves a world responsibility. There are, and can be, no 
nations that are isolated from the rule of morality, which is 
the only alternative to the rule of force. 


Saving and Business Cycles 


By WALTER E. SPAHR, Professor of Economics, School of Commerce, New York University 
Before the Thrift and Security Foundation, Hotel Commodore, N. Y., October 13, 1937 


CONSIDERABLE number of people contend that 
A the business cycle, or at least that phase of it known 
as a business recession, is caused by oversaving and 
overinvestment which impairs the purchasing power of con- 
sumers, causes demand to lag behind production, and prepares 
the way for an enforced business liquidation or recession. 
This argument is popularly known as the oversaving or 
underconsumption theory of business cycles, and may be 
traced back to the English clergyman-economist, Thomas R. 
Malthus, who died in 1834, to the French economist, Jean 
Sismondi, who died in 1842, to the Scotch economist, Lord 
Lauderdale, who died in 1830, and to others. At present this 
brand of theory may be observed in some of our non-socialist 
writings, but especially in the writings of the socialists. Since 
early in 1933, this fundamental tenet of socialism has become 
an important part of the policies of our Federal Administra- 
tion and of some of our state and municipal governments. 
Despite the confusion and inconsistencies observable in the 


economic policies of our Federal government, this particular 
theory, so characteristic of. socialist thinking, is revealed in 
the early insistence that a handful of rich men, or the so- 
called “money changers,” caused the recession of 1929; in 
the subsequent persistent and indiscriminate hounding of 
wealthy and successful businessmen; in a large proportion of 
the spending programs of our government; in the repeated 
assertions that production could not increase unless there were 
a prior expansion of consumer purchasing power; in the vari- 
ous attempts made to place funds in the hands of consumers 
directly rather than by encouraging and aiding production; in 
a large proportion of the arguments for currency inflation; 
in the taxation of undistributed corporation surpluses; in 
some of the tax and other proposals for the redistribution of 
wealth and income; in the attempts to raise wage rates re- 
gardless of the effects upon production and employment; in 
the readiness of the government to penalize or endanger the 
savings, and the earnings on the savings of our people, foun- 
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dations, hospitals, educational, and other great social institu- 
tions ; in the fact that we have heard practically no good word 
uttered in behalf of the thrifty or of the virtues of thrift; in 
the extent of which our less thrifty people have been encour- 
aged, and led, to rely upon the government for support, both 
now and in the future; in the multitude of ways in which the 
supposedly virtuous characteristic of self-reliance has been 
undermined; and in the cultivation, by various devices, of 
the notion that savers are withholders of wealth and income 
from others, and are parasites resting upon the backs of the 
poor, the indigent, and the unfortunate. 

It should be clear that the ramifications of this theory 
are far-reaching. For the American people the issue has be- 
come one of tremendous importance. The whole-hearted ac- 
ceptance of the underconsumption theory by leaders in our 
present government, and by many of our people, has set into 
motion a series of forces that may require years to arrest and 
to counteract. 

The issue should be clearly understood. Fundamentally, 
it is simply this: Is the oversaving or underconsumption the- 
ory of business recessions valid or not? In reply to this ques- 
tion it will be contended that the theory is false; that a study 
of the analyses and conclusions of the most reputable students 
of business cycles will demonstrate that an overwhelming ma- 
jority of these authorities insist that the theory is false; that 
it is far truer to say that it is overspending rather than over- 
saving that has been responsible for a large proportion of it, 
if not all, our business recessions; that the spread of the so- 
cialistic underconsumption theory is undermining at the most 
vital point some of the basic essentials of a sound economic, 
social, and political system for our people; and that it is very 
important that ways be found to acquaint our people with 
these facts and to arrest and counteract the spread of this 
cancerous growth. 

Attacks by competent business cycle authorities on the 
oversaving or underconsumption theories of business reces- 
sions have been rendered somewhat less effective than they 
should be, partly because the proponents of these theories 
often use vague and poorly-defined terminology. It is difficult 
to direct effectively a destructive shaft against a theory that 
is cloaked in vagaries and is so slippery in nature that even 
the essentials of it are often not clearly defined. The the- 
ories, as their main outlines commonly appear, are saturated 
with vagueness of concepts and with confusion of thought. 
Emotion, rather than understanding and scientific analysis, 
often characterizes the arguments in behalf of these theories. 
For example, saving is often confused with investment, al- 
though the latter may come partly from saving and partly 
from a purchasing power resting upon debt. The modern de- 
velopment of credit instruments and debt-creating devices has 
widely separated saving and investment. Similarly, spending 
is often confused with consumption. Spending is, of course, 
the exchange of purchasing power for goods and services. 
This spending may be for consumers’ goods of a highly dur- 
able or nondurable nature, for capital investments, for wages, 
or for other services. It must be remembered that spending 
precedes both saving and investment. In the oversaving or 
underconsumption theories one often observes the utmost con- 
fusion of consumer spending for durable consumption goods, 
which in fact represents a form of saving, with that spending 
for durable goods which is supposed to represent investment 
and perhaps saving. 

It must be clear that when careful and consistent ana- 
lysts engage in an examination of the questions of consumer 


purchasing power and spending, on the one hand, and saving 
and investment, on the other, it becomes necessary to define 
terms accurately; and it is such careful definition and analy- 
sis that reveals many of the absurdities of the underconsump- 
tion theories. But it must be recognized that these careful 
analyses are not easily popularized; the consequence is that 
the general public is hardly aware of the fact that these over- 
saving theories have been thoroughly exploded. Indeed, it is 
probable that the public is hardly conscious of these theories 
or of the fact that they have been effectively refuted in sci- 
entific circles. Much of science, as we all know, is a closed 
book to a large proportion of the general public. 

But since the public is vitally concerned in this matter, 
it is important that ways be found to state in popular and 
reasonably accurate terms the essence of both the theories and 
the refutations. The finer points must be reserved for scien- 
tific circles, and the salient points, even at some sacrifice of 
strict accuracy, must be presented to the public in a manner 
that can be understood. 

In this somewhat popular manner, therefore, we may 
say with reasonable accuracy that those who subscribe to the 
oversaving or underconsumption theory use the word spend- 
ing as synonymous with consumption, and think of such 
spending as that for goods and services which give immedi- 
ate enjoyment without respect to whether the goods are 
durable or nondurable. To them saving refers to the ac- 
cumulation of durable and highly permanent goods used in 
production, their concept being restricted largely to that ac- 
cumulation of capital goods and the investment in them for 
purposes of obtaining a pecuniary return. This brief state- 
ment is saturated with vagaries and loopholes in concept, but 
it is offered for such value as it may have. It may be said, 
perhaps, that those who advocate an increase in spending and 
a curtailment in saving, as a means of avoiding or overcom- 
ing a business recession, are urging that goods be used up and 
discarded rapidly. No economic policy pleases a seller more 
than this. But for the nation as a whole, particularly where 
capital accumulation is concerned, such a theory is simply 
that of profligate waste and of destruction of individual and 
national wellbeing. 

Some of the fundamental fallacies in the oversaving the- 
ory become clearly apparent upon examination of the eco- 
nomic functions of saving. Here the word “saving” is used 
in its proper economic sense of accumulating and preserving 
things of value; it does not include investment resting upon 
debts. 

Savings have provided the chief aid to production aside 
from natural resources and the supply of effective labor. 
They have enabled man to increase production and to raise 
his plane of living. Indeed, it has been savings that have 
raised human beings from the economic state of the savage. 
Savings provide individuals with some degree of protection 
and security amidst the uncertainties of unemployment, sick- 
ness, old age, and other misfortunes. They provide the means 
by which we educate ourselves, by which we endow our great 
and useful social institutions, by which the mature aids and 
protects the young, by which the strong protects the weak, 
and by which men provide for their widows and orphans. 
They tend to give regularity to income and purchasing power. 
They reduce the demands upon charity. They permit the ac- 
cumulation of those more durable consumption goods which 
serve the consumer better and over a longer period of time. 
They increase ownership and reduce borrowing and renting. 
They make possible a better family life. It is out of savings, 
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present and future, that governments are financed. It is out 
of savings, present and future, that spending power is de- 
rived. It is through saving that leisure and the arts of leisure 
have been made possible. 

Can anyone scrutinize this brief enumeration of the eco- 
nomic functions and virtues of saving and seriously question 
the importance of a continuation and increase in saving if 
humanity is to continue to progress? 

The preceding enumeration should also suggest clearly 
both the necessity of saving and the fact that oversaving can 
never constitute a danger to humanity. 

The practical impossibility of oversaving appears in the 
following facts, among others: The necessities of life must be 
met, and relatively few people can or will cut very deeply 
into consumption when their purchasing power does not reach 
far, if at all, beyond the principal necessaries of life. So long 
as there is a positive rate of interest paid for savings, there 
cannot be too much saving. The general optimism of people 
as to the future militates against excessive saving, and in- 
creases the tendency to spend in the present. Since people 
must grow old, most of them must, as a consequence, lose 
their productivity and eat into their savings. This is always 
a strong force working toward a depletion of savings. Sav- 
ings are also impaired by the factors of obsolescence; of de- 
struction, through use, accident, or waste; and of declining 
value. The desires of people to spend never die and are, prac- 
tically, without limit. Oversaving in the face of this human 
characteristic seems impossible. 

It is too much to say that the oversaving theory of busi- 
ness cycles is in fact a theory of business cycles. It is, more 
accurately, an attempt to explain, or perhaps to describe, 
business recessions. Indeed, one of the major weaknesses of 
the oversaving theory, as it is often presented, lies in the fact 
that the so-called underconsumption theory is little more than 
a one-sided or inaccurate description of some characteristics 
of a business recession. 

But as often, if not usually, stated, this theory is ad- 
vanced by those who contend that during a period of busi- 
ness expansion people save and invest too much; that too 
many goods are produced relative to demand; that consumer 
purchasing power lags because of the excessive investment 
and because employers and capitalists withhold too large a 
share of the purchasing power from consumers; and that a 
time arrives when the excessive supply of goods, which in 
due course reach the market, cannot be sold at profitable 
prices because consumer purchasing power is not sufficient to 
absorb them at those prices. The consequence is an enforced 
liquidation and all the distressing disturbances, losses, and 
suffering of a business recession and depression. 

The notio:. that eversaving causes business recessions is 
an economic fallacy, and there is apparently no proof that 
can be marshaled in support of it. Repeated examination of 
the theory has led the great majority of, if not all, competent 
business cycle theorists to conclude that in most cases the 
causes lie rather with overspending in some form—for ex- 
ample, that spending for destructive purposes such as war, 
or that based upon excessive debts, or that accompanying cur- 
rency inflation, or that resting upon excessive installment 
buying, or that growing out of the purchase of securities 
upon narrow margins of capital, or that resting upon ill- 
advised speculation in real estate. 

In all these cases, and in others not mentioned, it is 
quite impossible to demonstrate that excessive saving was a 


casual factor leading to a subsequent business recession. Un- 
wise and unprofitable investments often are made and some- 
times with sad consequences, but these facts provide no proof 
that there was such a thing as general oversaving or general 
underconsumption. The demand for the products of these 
investments may have been imaginary, or underestimated, or 
it may have shifted elsewhere. As a consequence, capital will 
have been wasted, unemployment will be increased, purchas- 
ing power of laborers and others will be impaired. Such bad 
estimates, or such shifts in demand, may have serious and 
far-flung consequences. It is generally supposed that we had 
a business recession in 1857 due to excessive investment in 
railroads. Such cases represent unwise spending and invest- 
ment in the face of a demand not equal to, or ready for, these 
particular services. They do not represent cases of general 
oversaving or general underconsumption. 

The statistics of booms and recessions will show clearly 
that the purchasing of consumers’ goods and services fluctu- 
ates much less than the purchasing of heavy durable and pro- 
ducers’ goods. This reveals in part that the causal factors lie 
elsewhere than in consumer purchasing. 

Rising interest rates during a boom do not indicate that 
there is relatively too much saving and investment. On the 
contrary, it indicates that there is a relative scarcity of both. 
Nor is there any evidence, apparently, that would indicate 
that the rate of saving increases during the later phase of a 
boom. On the contrary, it seems that the rate of saving de- 
clines and that spending for consumers’ goods increases. 

The oversaving or underconsumption theory rests upon 
the false premise that it is consumption that determines pro- 
duction, whereas the more exact and fundamental truth is 
that it is the expansion and contraction of production that 
determine the extent of consumption. The power to consume 
is derived from prior production. The contraction in con- 
suming purchasing power, which characterizes a business re- 
cession, is caused by a prior contraction of productive activity 
growing out of the fact that the prospects for profits, for 
any one or more of many reasons, have diminished or disap- 
peared. The expansion of purchasing power which charac- 
terizes a sound or normal recovery from the depths of a de- 
pression follows a prior expansion of productive activity. 
This expansion in productive activity grows out of the fact 
that the producers have reduced their inventories and costs 
sufficiently to enable them to resume operations at a profit. 
Their inventories are in time reduced because there is a per- 
sistent, though a sharply declining, demand for goods during 
the recession and depression because people must live and have 
goods. It is not an increase in demand that causes a natural 
recovery in business, but rather the existence of a persistent, 
though declining, demand that in time exhausts inventories. 
Thus it is that an increase in productive activity precedes an 
expansion in consumer purchasing power and gives rise to it. 
The statistics of business and consumer activities will demon- 
strate these facts and sequences of events. And it is the regu- 
larity of this sequence of events that destroys in a most 
effective way one of the major contentions of the undercon- 
sumption theorists. 

Those persons who assert that excessive saving and in- 
vestment reduce consuming purchasing power fail to realize 
that all this invested money flows into the hands of somebody 
and that all people receiving it are consumers. They fail to 
understand that a corporation cannot accumulate capital 
goods or employ labor without spending money and putting 





























































Walter E. Spahr 


121 





it in the hands of individuals. They fail to understand that 
corporate surpluses cannot be withheld from consumers since 
these surpluses represent prior spending and are reflected at 
least roughly in the value of stocks which may be sold at any 
time by their owners. A corporation may invest its funds un- 
wisely and fail to earn a profit, but the money it spends must 
of necessity flow into the hands of people. Very few, if any, 
people spend a large proportion of their incomes for the goods 
or services that provide them with their incomes, and it is 
this lack of connection between specific investments and pro- 
ductive activities, on the one hand, and the manner in which 
consumers spend their incomes, on the othér, that provides 
so many opportunities for production and demand to get so 
badly out of adjustment at times. Many of the more super- 
ficial of these underconsumption theorists have asserted that 
if wages were raised, the increase in the purchasing power of 
these consumers would be sufficient to absorb the goods at 
prices sufficiently high to cover the increased costs to the 
producers. If this theory were sound then there would be 
no limit to the height to which wages could be raised, and 
all employers should be compelled at once to settle the low 
wage question forever by paying each laborer, say $500 per 
week. The fact is overlooked that these wage-earners receive 
their wages from one source and spend them elsewhere. The 
employer who raises wages is sure of higher costs, but he has 
no assurance whatever that these higher costs can be passed 
on in the form of higher prices to purchasers of his products. 
He can, and may be compelled to, pay higher wages and to 
increase his costs when the demand for his products increases. 
The underconsumption theorist is badly confused regarding 
the cause and effect relationships between demand and costs, 
and between consuming purchasing power and productivity. 

Without pretending that all the fallacies have been 
pointed out, it may be said, finally, that it would seem ex- 
tremely absurd for anyone to assert seriously that the col- 
lapses following the World War were due to oversaving 
rather than to overspending and the destruction of wealth. 

In short, a business recession may arise from many 
causes, but excessive saving is not one of them. In so far as 
the question of savings is involved, it is a deficiency, rather 
than an excess, that is responsible for much of the suffering 
which business recessions bring to people. 

Stated in simple but nevertheless accurate terms, the 
problem lies in finding ways to cultivate a tendency toward 
greater saving. The notion of oversaving at any time is a 
peculiar and fantastic economic heresy ; there is no such thing 
as oversaving. The dangers lie in overspending. 

From every conceivable angle saving may be regarded as 
a virtue. It is a virtue which rests upon solid ground. We 
are taught this by an infinite number of experiences, dating 
from the earliest days of humanity to the present. These ex- 
periences also teach us that the largest portion of humanity’s 
financial ills grows out of spending in excess of saving, and 
out of the creation and existence of debts in excess of the 
capacity of future accumulation of savings to liquidate them. 
Individuals and nations have never suffered severe hardships 
nor bankruptcy through excessive saving. But countless indi- 
viduals, and perhaps all nations, have suffered immeasurable 
hardships as a consequence of spending in excess of accumu- 
lated savings and of those that will accumulate without fail- 
ure before the debts mature. 

The creation of debts, and the spending of money in ex- 
cess of the capacity of savings to liquidate these debts when 





they mature, is inflation of purchasing power. The extent of 
the inability of people or of nations to liquidate their debts 
measures the excessiveness of the debts; and the losses suf- 
fered as a consequence are probably the best measures we 
know of the degree to which the previously-created purchas- 
ing power was inflated. Thus we may say briefly that these 
losses are the converse, and the measure, of inflation. By no 
process of reasoning can these losses be considered as benefits ; 
and it is for this reason that inflation is a bad thing. Since 
an inflated purchasing power means spending in excess of 
the capacity of savings to liquidate the purchasing power 
resting upon debts, since it means losses, and since losses are 
bad things, there is no sound argument that can be advanced 
in behalf of inflation. 

These are facts that seem to be beyond effective chal- 
lenge. The real difficulty today lies in finding ways to revive 
a recognition of the virtues of thrift and of saving. Some 
things should be undertaken that many of our people will 
resent. For example, it should be made clear to the general 
public that installment buying is a dangerous device. It in- 
volves the mortgaging of one’s future income for the sake of 
present enjoyment. But future income is ordinarily less cer- 
tain than future needs; therefore it would be more logical to 
reverse the process and to see to it that future enjoyment is 
assured by saving part of present income. Emergencies, of 
course, often require levies upon these uncertain future in- 
comes, but buying on the installment plan, as practiced today, 
has reached far beyond the demands of emergency. Today we 
euphemistically call such practice “budgeting one’s income.” 
Besides the fact that this method of buying mortgages one’s 
future income, it is a very expensive practice. 

The public should also be awakened to the fact that 
dangers lie in creating purchasing power against debts which 
are not clearly self-liquidating. This is being done in a mul- 
titude of ways today. A very large proportion of our bank 
deposits, which are payable upon demand, rests upon the 
government deficit which could not possibly be paid for an 
indefinite length of time. This is currency inflation. 


Since an inflated currency is one that is not self-liqui- 
dating, it must be fought for the evil that it is. It is prob- 
ably one of the worst devices ever created by humanity to 
deplete savings and to cause human suffering. It probably has 
exceeded wars in its diabolical results. 


Efforts should be made to obtain the repeal of those 
unfair taxes on corporations and their surpluses which have 
the effect of dissipating corporate savings. The drives for 
balanced governmental budgets and for curbs on wasteful 
spending and debt accumulation should continue and, if pos- 
sible, be made more effective. 


The unsound and heretical notion that spending rather 
than saving is a wise procedure and has virtue has become 
king in this country since 1932; it is as though the court fool 
has been placed in the seat of government. For the good of 
the nation this popular foolishness should be unseated and 
sanity returned to its proper position in our economic, social, 
and political life. 

It is easy to suggest that these things be done; but to 
devise effective ways to accomplish these aims presents ap- 
pallingly difficult problems. It seems clear that some process 
of popular education should be devised. Ordinarily such ed- 
ucational programs are painfully slow, expensive, and dis- 
couraging in so far as obtaining quick results is concerned. 
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A Free Press: 


FROM PLATO TO PETER ZENGER 
By DR. JOHN H. FINLEY, Publicist and Editor of the New York Times 
Before the Annual Forum of the New York Herald-Tribune, October 28, 1937 


HAVE asked that I might bring with me into this pro- 
if gram on the freedom of the press one Peter Zenger, 

because he really should have a place here, along with 
others who have suffered in behalf of that principle. And I 
have ventured to bring with him Plato to give him classical 
company, for Plato was not only the first to declare (as 
“Science Service” states in a release for this very day) that 
the earth is a sphere. He also declared for freedom of thought 
and of speech some 2,000 years ago. As Professor Whitehead 
said: “His writings constitute one prolonged demand for 
freedom of contemplation and freedom of communication of 
the results of his contemplation—his thought—freedom of 
thought and freedom of speech.” It was in the persistent 
exercise of this right that Socrates and Plato lived and on 
its behalf that Socrates died. 


Speech (spoken and written) now encircles the spherical 
earth, but it is not yet free in all sectors of the earth’s cir- 
cumference. I heard a man say in broken English (by radio) 
one night out of the air in expression of gratitude for a cer- 
tain international service: “We have at last learned that the 
earth is round.” But in his own country that same man was 
not free to say that his soul was his own. 


Peter Zenger would be embarrassed to be brought into 
this company, as embarrassed as I am, but I think that Plato 
would have been proud to include him in the company of 
those who “having torches will pass them on.” 


The story of Zenger is the barest outline as follows: 


He was born in Germany (in 1697) and came to this 
country as one of the Palatinate emigrants with his parents, 
brother and sister, the father dying on shipboard. Coming to 
New York (then a town of 10,000 inhabitants, including 
slaves) he was apprenticed to William Bradford (a printer 
in New York) to learn the printing trade. After eight years 
of apprenticeship he set up as a printer in Maryland. He 
later became a foreman in New York. For a time he joined 


Bradford. 


But he seems to have had the interest of the populace 
uppermost in his mind and printed pamphlets of the opposi- 
tion to the British Governor. (Bradford, being dependent 
upon the Governor as public printer, was rather tardy in 
reporting government proceedings.) Zenger started his own 
paper to which contributions were made by the best talent 
of his day, one contributor being Lewis Morris, who was 
removed as Chief Justice by the Governor because of a deci- 
sion adverse to the Governor. In his second issue was an 
article on the freedom of the press. Zenger was apprehended 
for printing and publishing what were denounced as seditious 
libels on the government and was committed to jail, where 
he was detained in order to prevent the publication of his 
paper, but through a hole in the prison door he communicated 
with his wife who carried on and the paper appeared with 
regularity. 





His defense was undertaken by a sympathetic group. 
Two lawyers volunteered their services and were promptly 
disbarred by the Governor. Andrew Hamilton (not Alex- 
ander), of Philadelphia, accounted the foremost American 
lawyer, was then invited to act as chief counsel. Though 
laboring under the weight of years and infirmities of body, 
he accepted and conducted the defense. The closing sentences 
of his plea are as follows: 


“It is not the cause of a poor printer nor of New 
York alone which you are now trying. No! It may 
in its consequences affect every free man that lives under 
the British government upon the main of America. It 
is the best cause. It is the cause of liberty—the liberty 
of both exposing and opposing arbitrary power by speak- 
ing out and writing the truth.” 


He urged the jury to make a noble foundation for secur- 
ing to themselves, their neighbors and posterity that to which 
nature and the laws of this country had given them right. 
His speech has been characterized as the greatest oratorical 
triumph prior to that of James Otis. The jury, after only a 
few minutes of deliberation, returned the verdict “Not 
guilty”—‘“the greatest victory achieved by the people in 
America before the signing of the Declaration of Independ- 
ence.” The freedom of the city was later accorded Andrew 
Hamilton by the Common Council, which adopted a resolu- 
tion reciting the “remarkable service” generously performed 
without fee or reward. A gold box, which I have seen and 
hoped to bring here this afternoon, but was not able to, 
accompanied the resolution, bearing the arms of the city with 
the Latin inscription which in translation reads: “The laws 
were submerged, liberty was intimidated, but they neverthe- 
less emerged.” 

The acquittal of Peter Zenger in the trial for seditious 
libel in 1735 is generally considered the cornerstone of the 
liberty of the press in America. Gouverneur Morris, a signer 
of the Constitution, in whose memory ceremonies were held 
last week at his grave, said that it revealed the philosophy 
of freedom of thought and speech as “an inborn human right 
so nobly set forth by Milton’s “Treatise on Unlicensed 
Printing’.” 

It is a singular coincidence that this same Andrew 
Hamilton was selected to draw the plans for the Pennsyl- 
vania State House, there being no professional architect in 
the colony. This building is now known as “Independence 
Hall,” the “cradle of American Liberty.” So it was that this 
immigrant of unknown origin who won freedom for the 
press also prepared the house in which independence was to 
be proclaimed. 

Our Dr. Carrell, author of “Man the Unknown,” says 
that somewhere in the depth of this strange being that we 
call man resides thought which without consuming a meas- 
urable quantity of chemical energy is yet the most colossal 
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power in this world, or in the universe of universes. It is of 
first importance that the mind which thinks should have 
freedom to run and to be glorified; for the enslavement of 
the mind is a more damning destiny than that of the body. 
He who endeavors to control it by force is a tyrant or, as 
we say, a dictator and he who submits to it a mental slave. 


President Butler (whom Plato and Zenger would also 
be proud to know) said that if man is not free to think, to 
inquire and discover and to tell his fellows that the earth is 
round and revolves around the sun—human progress is im- 
possible. But I believe that in the American to be rediscov- 
ered the freedom which Plato hoped for in the ideal state, 
and which Zenger illustrated in his simple, courageous way 
will prevail—must prevail! 


And I should like to bear testimony here, as I have done 
on other occasions, that I have found journalists as eager to 
know the truth as are the research professors, as willing to 
tell it and better able to tell it. I like to quote the lines which 
I found on the galleys one night some years ago as true of 
the serious journalist in the free exercise of writing history 
in the present tense, keeping the record of the Almighty’s 
continuing revision of the earth and of His daily dealing with 
the sons of men: 


















A CONTINUOUS TEACHER 
I think God kept on talking when His Book had gone 


to press; 
That He continues speaking to the listening sons of 
men. 
I think His voice is busy yet, to teach and guide and 
bless ; 


That every time we ask for light He calls to us again. 
I’m sure I’ve heard Him saying: “Use the mind I gave 
to you. 
Find out with it as much of truth as ever you can find. 
No true thing ever can refute another thing that’s true.” 


These lines went into the editorial page of the next 
morning and have been on the page of my memory ever since. 
America, which you are rediscovering, cannot be a democ- 
racy under the Copernican system without a free press—a 
press finding out as much of truth as ever it can find—living 
daily up to the responsibility which that freedom imposes— 
that freedom in the persistent exercise of which Socrates and 
Plato lived, on whose behalf Socrates died—whose first de- 
fencer in America was Peter Zenger the printer and whose 
most recent defender was Walter W. Liggett, who gave his 
life, daring to publish the truth. 


Unwarranted Pressure 


FEDERAL TAXATION FOR WELFARE PURPOSES 


By T. JEFFERSON COOLIDGE;, Vice President, The First National Bank of Boston 


Before the Federal Taxation Forum at the Twenty-Sixth Annual Convention of the Investment Bankers Asseciation 


of America at White Sulphur Springs, W. Va., November 6, 1937 


deal with this subject in a general way, and not in de- 

tail, and for my purpose shall first analyze the expendi- 
tures. These I shall divide into two classes—first, those 
necessary for the people as a whole, and, secondly, those that 
I shall call welfare expenditures where the funds are used 
to aid special groups of our citizens. I desire to consider the 
effect on our form of government of these welfare expendi- 
tures, and the difficulties I see in the present methods of 
handling them. I shall then analyze the present tax laws 
showing the approximate amounts receivable. In closing I 
shall have the temerity to suggest a better way of handling 
these welfare expenditures—one more in accord with our 
democratic form of representative government. The task 
is a difficult one—ideas will be expressed freely, and I ask 
indulgence from those who do not agree. ,;My arguments 
presuppose the fact that we are to have a balanced budget. 
This has been promised, and is so essential, that it would be 
futile to discuss the question from any other point of view. 

Let us list the expenditures for purposes that are, neces- 
sarily, a function of the Federal Government; those that no 
sensible man could say should be performed by the States, 
and that in no way can favor one section of the country as 
against another. These I shall call the essential expenditures 
of the Federal Government. For convenience I shall not be 


I AM asked to speak on Federal taxation. I desire to 


exact or specify one particular year but give rough figures 
indicating the general magnitude based on present conditions. 
We spend— 

DD ona bsons0ecceadccehes $600 million 


SE cn cht ad aeabecemeeh 400 million 
For pensions and payments to veterans in- 
SE SR cso od och a ead 4 600 million 


For debt service (interest and sinking 
RTL © acta d00 ent shane bhek nas 1,300 million 


For our departments engaged in domestic 





and foreign service...............-. 700 million 

For harbor and river improvement and 
miscellaneous Federal purposes..... 300 million 
ME Saale he tae aos A ook aus $3,900 million 


I shall make no suggestions, or criticism, on these ex- 
penses. 


In addition to the above, about four billions of dollars 
has been spent annually the past four years on what will be 
referred to as welfare expenses. The problem of old age 
pensions I shall refer to separately, and I am omitting from 
the discussion the activities of the various loaning agencies. 
In this connection I would point out that expenditures should 
become part of the budgeted expenses, when made under 
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any act such as the Wagner Housing Bill where cash for 
spending is obtained under a Federal guarantee and an annual 
subsidy granted to make possible the repayment of the debt. 

These welfare expenditures may be said to have been 
made for the following purposes—to help the unemployed, 
to help the individual farmers conserve their soil, to erect 
buildings and other works for the use of local governments 
or individuals, and to embark in the power business. They 
all have certain principles in common. All these functions 
could be handled by the State and local governments. The 
funds are all dispensed by presidential appointees with broad 
discretion. The demand for the funds comes from classes or 
localities, who readily realize that they will pay an insignifi- 
cant fraction of the particular funds they are able to get. 
This demand is unlimited in extent. Before the present ad- 
ministration practically no funds were spent in this manner. 

Consider the significance in this Federal expenditure for 
welfare under a balanced budget. The figures will show that 
these funds cannot be obtained from the rich—they have 
not enough to pay the essential expenditures let alone these 
additional ones. The question is, whether our workers shall 
be allowed to spend this money they have earned, whether 
the sums shall be taken by our State and local governments 
to spend as the elected representatives decide, or whether 
Federal appointees without responsibility to the voters of the 
individual States shall spend these sums earned by 40 million 
workers. Employment will not be increased by the latter 
means, as in any case the sums will be used to purchase goods 
or invested in enduring works. Remember that the Federal 
Government through the Constitution and particularly by the 
Income Tax Amendment has, in effect, a first lien on the 
earnings of the people—the more it takes, the less there is 
for the States and local governments, and the more difficult 
becomes the task of the latter. What did Thomas Jefferson 
say in regard to Federal expenditure—““We are endeavoring 
to reduce the Government to the practice of a rigorous econ- 
omy, to avoid burthening the people and arming the magis- 
trate with a patronage of money, which might be used to 
corrupt and undermine the principles of our government.” 
“If we can prevent the government from wasting the labors 
of the people, under the pretense of taking care of them, they 
must become happy.” 

Then consider the propriety of spending for welfare by 
Washington appointees under our form of government estab- 
lished by the Constitution. As a layman I look in vain in this 
document for any such clause as the following: “The Con- 
gress may tax the people of the several States as heavily as it 
desires, and such sums may be turned over to Presidential 
appointees to distribute to such parts of the country, and such 
classes and groups and individuals, and for such purposes, as 
may be deemed wise by them.” Instead I read the tenth 
amendment as follows: “The powers not delegated to the 
United States by the Constitution, nor prohibited by it to 
the States, are reserved to the States respectively, or to the 
people.” In all the discussion concerning the grant of powers 
it was clearly brought out that the Federal Government 
should exercise complete powers in regard to foreign affairs, 
should coin money and aid commerce between the States, and 
that State authority be supreme elsewhere. The reason for 
this division was to establish self government by the people 
through their elected representatives. The distinction was a 
simple one—foreign affairs were Federal; domestic affairs, 


with the exception of the monetary standard, were the con- 
cern of sovereign States and local governments. Jefferson 
stated this contention, time after time, as the essence of the 
Constitution, as for example, “The capital and leading object 
of the Constitution was to leave with the States all author- 
ities which respected their own citizens only, and to transfer 
to the United States those which respected citizens of foreign 
or other states; to make us several as to ourselves, but one 
as to all others.” “To the united nation belong our external 
and mutual relations; to each State severally, the care of our 
persons, our property, our reputation and religious freedom.” 


Furthermore the Federal bureaucracy, has power to 
favor such districts as they determine and even such indi- 
viduals as they choose. The question as to whether a local 
town shall have low cost housing in preference to new schools, 
hospitals, or other public works, rests not with the elected 
officials responsible to the voters, but with a Presidential 
appointee with no responsibility to the voters of the districts 
concerned. The mayors of our cities, and even our elected 
representatives in Congress, are placed in the position of 
beggars at the doors of Federal appointees, and as a result, 
it becomes part of their duty to bring pressure on the Treas- 
ury for expenditures that in total would unbalance any 
budget. The power of spending the vast sums is a power 
superior to the elected officials of our sovereign States, and 
destroys local rule by the people and their sense of respon- 
sibility. How can we hope for efficient responsible local 
government under these circumstances ? 


The Legislature of Massachusetts recognized this con- 
dition in a petition to Congress last winter, requesting direct 
allocation of funds in the following words: ‘““Whereas, the 
Commonwealth of Massachusetts also recognizes its own 
primary duty to care for the welfare of its citizens and the 
impracticability of performing that duty when Federal bu- 
reaus and officials invade a broad part of the field in which 
that duty must be performed—said invasion changing con- 
tinuously and without advance information in complete dis- 
regard for the responsibilities of the properly constituted 
State and local authorities, thus placing our elected officials 
completely at the mercy of Washington bureaus.” 


This form of spending is in direct conflict with the prin- 
ciples of our Constitution, and must undermine representative 
government as we have known it. The very structure of our 
National Government was not built to cope with the multi- 
tudinous demands from groups and sections of the country 
begging for their own benefit. How can we properly deter- 
mine the necessary revenues to raise, when the extent of these 
expenditures are so indeterminable? 


Let us turn to the question of revenues. Here tax laws 
and business conditions have changed too rapidly, and figures 
for any one year are not adequate, and again I will use rough 
figures more or less in line with present and estimated collec- 
tions, but with no pretense for great accuracy. 


We collect— 


From corporate income taxes......... 


$1,300 million 


From individual income taxes........ 1,600 million 
From estates and gift taxes.......... 500 million 
A CUE isk kuca bceccka ss was 500 million 
From alcohol taxes................. 650 million 
From tobacco taxes. .............06. 550 million 
From manufacturers’ excise taxes... .. 500 million 
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From social security taxes........... 860 million 

From capital stock and miscellaneous 
ONS USOC as OHONE RU 400 million 
ene bo is SG. Ri $6,800 million 


Let me give my views very briefly on the soundness of these 
taxes. 

The corporate income tax is an indirect tax probably 
mostly passed on to the public, and otherwise bearing equally 
on small and large stockholders. It is easy to collect and not 
damaging at low rates. I would like to see the rate reduced 
and a broader individual income tax levied to make up the 
loss in revenue. The high tax rate on undistributed income 
is, however, a most unsound feature of this tax on corpora- 
tions. It frequently forces directors to declare dividends that 
are unwarranted, either on account of cash or credit needs, 
or because dividends are made unnecessarily irregular. An 
unjustified penalty is imposed for the wise procedure of 
paying debts from earnings, and the consequences may well 
result in future financial distress. Small or weak companies, 
who are unable to raise funds publicly, are placed at a great 
disadvantage. This tax on undistributed earnings should be 
repealed. The argument that the rich escape is untenable, 
because they are taxed on whatever they do receive and when 
they die the Treasury gets its share in any case. 

The country’s finances would be sounder if individual 
income taxes at reasonable rates were to cover a greater 
number of our citizens. We must recognize the individual 
pays in the end. My belief is that in the upper brackets the 
rates are higher than the rate of greatest return and merely 
prevent large incomes being produced and that this is particu- 
larly true of the tax on profits. Profits are in many ways 
distinct from income and should be taxed separately if at all. 
I think that in the case of income taxes there is a point some- 
where between 35 per cent and 45 per cent where an increase 
in rate definitely reduces collections, particularly in the long 
run, and that on profits the same would be true at a rate 
in the neighborhood of 10 per cent. A rate lower than the 
present on large profits would certainly bring more revenue 
and help the general economic situation. Unreasonably high 
rates always diminish receipts and force uneconomic use of 
funds and where there is doubt it is safer to err on the low 
side. 

Likewise estate taxes in the upper brackets are at too 
high a rate. Soon there will be few rich to tax. I believe 
lowering these rates would increase revenue in the long run. 
There would not be the effort to avoid payment by various 
means. The liquidation involved in paying has serious un- 
fortunate economic consequences. 

Revenue from customs, though a broad field for argu- 
ment, I shall avoid discussing. 

Alcohol and tobacco taxes are excellent taxes, based on 
consumption of these luxuries and, in general, falling heaviest 
on those most able to pay; at least the children escape them 
by not indulging. Manufacturers’ excise and social security 
taxes fall broadly on all classes of our population. Most of 
these are practically indirect and invisible and it might be 
better to make people realize the extent they pay, but at least 
they are readily collectible and sound economically. 

There is a very special problem created by the law cov- 
ering old age pensions. The sums involved are immense; 
the consequences incalculable. Criticism should be welcomed 


from every possible angle. Does this law compel twenty mil- 
lion individuals to make forced loans to the Government so 
that a debt remains to be paid in the form of an old age 
pension? Were general taxes levied, coupled with unwar- 
ranted promises to a large group of our citizens? The first 
would seem unconstitutional ; the latter intolerable. Has this 
Congress the right to attempt to force an expenditure, to a 
class of our citizens, of two billions annually on Congress a 
generation in the future? That to my mind is the practical 
result. Only a generation ago total expenses were less than 
one billion. May we not be creating a situation, akin to the 
soldiers’ bonus, that will result in a demand for 30 billions 
of dollars in cash as the proper right of the beneficiaries? My 
plea is to repeal this act, and if old age pensions are to be 
paid by the Federal Government, let them be paid annually 
to the aged from tax receipts, and remember that taxes must 
be paid by the workers. But even then another element enters. 
If these great public sums are available for distribution to 
individuals of one and all of our sovereign States, should not 
the elected State legislators have the right to determine the 
use of these funds? Possibly it would be decided that the 
public good would be better further locally by other forms 
of expenditures such as care of the sick or children, or in 
reduction of local taxes. Should not the States decide on the 
manifold problems concerning the welfare of their citizens? 
A divided authority means two weak authorities and much 
friction, with no general planning possible. 


Now is it necessary, or wise, to transfer the care of our 
people from their elected local representatives to Presidential 
appointees? Do we want a bureaucracy in Washington run- 
ning eur affairs? It surely is not consistent with our great 
past. The centralization of power in a remote government 
was exactly what our ancestors tried to prevent through the 
Constitution. My suggestion is that the Federal Government 
at once give up the direction of all this varied welfare work 
having to do with the individual, and turn the full respon- 
sibility back to the States and local governments. Further- 
more this could be done without creating financial difficulties. 


Remember the essential expenses of the Federal Govern- 
ment are 3,900 million dollars annually. These can be met 
adequately through the proceeds of the income, gift and in- 
heritance taxes, plus customs. Other tax receipts could be 
distributed to the States on an agreed upon basis, perhaps in 
proportion to their population, to enable them to care for 
the welfare of their citizens. Minor taxes and the capital 
stock tax could well be repealed. The taxes on alcoholic 
beverages and tobacco, and excise and social security taxes 
could be collected at present rates. These four would bring 
in about two and a half billion dollars and this money would 
place the States and local governments in position to conduct 
their duties efficiently. 1 am making no argument as to the 
need of furnishing these particular sums but am merely tak- 
ing the situation as it now exists. The States, each for itself, 
would determine the best use of the funds to meet their own 
particular welfare problems, and could adjust their own taxes 
to the situation. I would point out that these are consumption 
or payroll taxes, well suited to distribution in accord with 
population—that there is a certain justice in distributing 
welfare money so much per person through our sovereign 
State governments, and also that these taxes are far more diffi- 
cult for the individual States to collect, than through a central 
agency. The Treasury would thus become collecting agency 






























a 


. pene ee ee oe 
ta ane gett 9p erties eye Ranga me ce 





PEI as sinc eten 


126 


Vital Speeches of the Day 





for the States on certain sound taxes, not easily collected by 
the States individually. There is nothing startling in this. 
We see like action between the State and local governments, 
and the Government of the Argentine has recently consoli- 
dated taxes along these lines with excellent results. The 
great advantage of the method is that it would restore State 
and local government responsibility, and relieve the Treasury 
of the United States from unwarranted pressure. 


If we agree that we desire to retain self government by 
the people, then we must necessarily agree that the State and 
local governments are capable of caring for their citizens and 
the property of their citizens. I refuse to admit that we, as 
a people, are prepared to turn over to Washington bureaus 
control over our individual welfare. I am convinced that 
such a policy is destructive of self government, and is con- 
trary to the welfare and happiness of the people. 


Beauty and Preventive Medicine 


By CHARLES H. GOODRICH, M.D., President, Medical Society of the State of New York 


At the Annual Meeting of the New York State Federation of Women’s Clubs, 
Albany, N. Y., November 10, 1937 


[ CONDENSED | 


or gratifies aesthetic feelings and forms the basis of 

aesthetic judgments. The essential characteristics in 
beauty are perfection in form (in the broadest significance of 
the word) and color, physical or spiritual, resulting from the 
harmony of various elements in unity. The Platonic-Aristo- 
telian theory holds (1) that beauty resides in order, (har- 
mony, measurement, proportion, color) and (2) that beauty 
is identical with good. Our own ultra-modern theory an- 
nounces that the three elements of human beauty ate anatomi- 
cal (material) physiological, and spiritual. In the realm of 
the material resides form, outline, proportion, and perfection 
and order of anatomical contents. Physiology is ‘““The science 
of the workings of the healthy human body.” Therefore with 
material beauty must be combined beauty of expression in 
countenance, color, muscular action, and healthy specialized 
functions, all inspired, supervised and controlled by a healthy 
brain. Over all dominates the spirit, that exclusive individual 
expression of soul, which we call personality. Whatever our 
religious beliefs or unbeliefs, this spirit or personality depends 
to a considerable degree upon healthy intellectual centers 
in the brain and therefore is not entirely celestial. This de- 
spite the philosophic conclusion of most scholars that it is 
an invisible and incorporeal quality, definitely distinguishing 
the human from other animals. 

Referring, therefore, only to the scientific aspects of 
this theory that beauty is dependent upon the material (or 
anatomical), upon physiology (or the workings of material 
parts, including brain), and upon personality (wherever and 
however originating), it becomes evident at once that these 
are all dependent in varying degrees upon Health. Health is 
that state in which the body performs all functions freely 
without modification, pain, or disease. 

Preventive Medicine is that type of medical service which 


B: UTY is that quality in nature or art that produces 


. aims to safeguard us from disease, substituting a large degree 


of insurance against a larger degree of otherwise inevitable 
disease, the distribution of which is quite as uncertain as 
the inevitableness is certain. The field of preventive medicine 
is so vast that we could use your entire session of days pictur- 
ing it in words. At the moment we can only suggest a few 
well cultivated sections such as acute and chronic infectious 


diseases, infections from wounds, combined disease of heart 
and arteries, obesity and diabetes. Focal infections such as 
those of teeth, tonsils, sinuses, gall-bladder, skin lesions and 
others from which diseases of joints (arthritis), muscles, 
heart and arteries arise. The prevention of injuries of all 
sorts is a fascinating section. Welfare in maternity by pre- 
natal and post natal care belong here. Thus we could con- 
tinue examples for a long time. 

We have a few specific preventive vaccines or sera, as in 
small-pox, diphtheria, typhoid and para-typhoid, yellow fever, 
tetanus, scarlet fever. Universal use of the first three is 
necessary—of the others when indicated by region or ex- 
posure. The diseases which these can prevent can spoil 
beauty in many different ways. Small-pox leaves pits and 
scars not only on the face. Diphtheria can paralyze muscles 
—even the heart muscle and cause incurable kidney disease 
with loss of color, vitality and the power to move with grace- 
ful vigor. Typhoid has too many possible sequalae to de- 
tail here—all preventable by use of preventive vaccine. Scar- 
let fever also leaves damaged hearts and kidneys in its wake— 
likewise yellow fever. In a long series of cases the prevention 
of these diseases defends beautiful persons from ghastly hope- 
less alterations in form, color, grace, mental health and 
personality. 

“This is only a beginning” as Captain Henry of “Show- 
Boat” would say—and “you haven’t seen anything yet.” 

If we plunged now into the consideration of the balance 
of preventive medicine we should only confuse you with 
myriads of details. Rather let us take a central position in 
this vast field, seat ourselves comfortably upon the broad 
pivot about which it all revolves, and while “viewing the 
landscape o’er” select a few examples which prove that the 
existence and the maintenance of human beauty is dependent 
upon normal construction and normal workings of the body 
and mind together. Therefrom is evolved a normal apprecia- 
tion of our surroundings and circumstances, developing a 
personality that brightens those about us every day, while 
we glory in the lustre they reflect upon us. 

This pivot about which Preventive Medicine revolves is 
the Periodic Health Examination, a complete physical review 
annually or semi-annually, while the examinee is presump- 
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tively in good health. There may have been slight discomforts 
in the past few months or other symptoms of slight degree, 
disregarded because the individual is a “good sport’ and hates 
to complain. As the examiner starts his inquiry he questions 
you, not only about symptoms you may remember but also 
about many symptoms of common occurrence with which 
you have not charged your mind, but which are easily re- 
called as he questions. All of your answers are accurately 
recorded. Then you are examined carefully from top to toes 
after being measured and weighed. 


You have acknowledged that your life is abnormally 
busy, that due to conscientious care of the children, your 
many social duties and zest for enjoyment of life you are a 
little tired, that you average six to seven hours of sleep, are 
more nervously irritable than formerly, although you try not 
to show it, and that you feel driven all the time. Also al- 
though your appetite is good you have lost some weight (for 
which you are glad), but you perspire unreasonably and are 
a little short of breath on the stairs. Then the examination 
proves that your beautiful neck contains a slightly enlarged 
thyroid, your chest a rapid heart, a little tremor of the out- 
stretched hands and other test evidences of a thyroid gland 
so overactive as to be constantly urging you to unwise degrees 
of physical and mental activity. A proper regulation of your 
life by increased rest, diminished drive, proper diet equably 
distributed, a calmer view of life and duty and perhaps a 
little medicine, can restore your graceful curves, your color, 
your easy breathing, and prevent the promised advance of an 
otherwise inevitable cataclysm ending in the necessity for 
surgery or a long intolerable disability which would destroy 
the beauty of which you had long been so proud. Such ex- 
aminations with beneficent results are too few because not 
applied for—but we have seen them and rejoiced in the 
restoration of efficiency and beauty. Too often these patients 
do not appreciate what has been done by the discovery and 
their cooperation. One of them told her friends “You know, 
I really think I had nothing the matter with me.” Then back 
to the old seething life—renewed trouble—operation—and 
yet too late for she had damaged her heart irretrievably by 
the long years of thyroid drive. 


Perhaps you are forty, hale and hearty, no symptoms 
even on alert questioning by the examiner. A small lump in 
one breast is discovered, the only blot in a perfect physical 
record. Through a small incision so placed as to make the 
scar invisible whenever you are in the most daring evening 
costume, the lump is removed. While you are asleep and 
sweetly dreaming an expert pathologist makes a microscopic 
examination and pronounces it a benign or non-malignant 
growth but of such a nature that later it would probably be- 
come malignant. The surgeon neatly closes the wound— 
and lo! you have prevented cancer and your beauty and 
peace of mind maintained. What if you had never pre- 
sented yourself for this examination and eight or ten years 
later had consulted your physician. “How long have you 
had this lump?” “Only about six months.” “Why did you 
not come before?” “It was nothing—there was no pain.” 
Do not wait for pain! Do not even wait for lumps! Have a 
Periodic Health Examination regularly!—Even such late 
cases are often saved with the sacrifice of the breast—but 
remember that the painless lump anywhere deserves expert 
examination. 

Twelve years ago in a well-known Hospital a general 
order was issued that in every examination of a woman the 








breasts must be carefully included. In the first seventeen 
hundred cases twenty-one unsuspected growths were dis- 
covered all of which were removed. Seven proved to be 
cancer and seven lives were saved by early removal—before 
the patients realized they were there! More than seven were 
unquestionably saved by the removal of the fourteen then 
benign growths. 


A happy round lady presents herself to the periodic ex- 
aminer.. Yes, she loves to eat! She is very active! She en- 
joys everything! Her friends say she is the life of the party! 
Yes she loves sweets, cakes, candy, ice-cream and butter, and 
mayonnaise! Russian dressing and pastry! that is best of all! 
—She weighs one hundred and eighty pounds, at least thirty 
pounds more than is average for her age and height. The 
examiner perceives that she is a swollen beauty beginning to 
fade. A proper diet is prescribed with earnest exhortations. 
She returns once or twice a month for weight record and more 
exhortations. Each time she “feels better, walks better and 
glories in her lightness.” In a year she loses her thirty pounds 
—her beauty restored and concludes “How I ever carried 
that other ton around I do not know! And I did not feel as 
fine as I pretended.” 

Another plump one—sad and tired and sleepy but per- 
fectly well!—Tests show that her thyroid activity is below 
normal. She lacks that normal driving force that someone 
has said “Makes the world go around.” She is fed with a 
little thyroid gland extract every day—loses her excess 
weight, her weariness and her somnolence and is cheerful 
egain. 

Had fat lady number one taken thyroid upon advice of 
her friends she would have ruined herself for she was travel- 
ling too fast already! Had No. 2 dieted on advice of friends 
she would have grown more sad and tired. 

Nutritional variations demand the skill and judgment of 
expert examiners! 


Here is Mrs. Plumpity Number Three! She is also 
tired and a little out of breath. This is her first periodic 
examination! She has no other symptoms except that for the 
last year she has had a larger appetite than usual and con- 
siderable thirst but briefly relieved by drinking water. She has 
also been fond of sweets but they seem to give her a bad 
breath now. She has always been overweight and a splendid 
eater! Examination shows that she has worn out the islands 
in the Pancreas which govern the usefulness of sugar and 
starches. Diabetes! Perhaps early? If so, regulated diet and 
reduction in weight control it. If later it can be controlled 
by insulin. Her beauty may be restored in a measure, but she 
could have avoided it all by health examinations started years 
ago—for obesity is a fifty per cent cause of diabetes—and her 
islands might have been able to manage a moderated diet for 
many years to come. 


Thus these three with resembling contours of excess are 
quite different in present conditions. Number one might 
easily become number three in time. Number three might have 
shared the luck of number one some years ago if—. All profit 
by Periodic Health Examinations. 


Now comes a bachelor maid in the late twenties, long, 
lean, agile with haunting eyes and a worried look. She re- 
duced long since on bananas and skimmed milk prescribed by 
a friend. Now toast and clear coffee for breakfast, two leaves 
of lettuce and clear coffee for lunch, and a little dinner with 
coffee preceded by a cocktail or two. Oh, yes! She smokes a 
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pack of cigarettes each day—to keep down appetite and 
weight. Never ill—Oh, no! She loves cards, dancing, reading, 
discussions and social life in general. Plays golf a little in 
summer but enjoys cards and dancing at the country club 
better than golf which tires her. Her shoulders droop as she 
stands or sits. She is vivacious—and oh! so proud of her 
slenderizing success! Her appetite is well under control. In 
fact she has almost lost it. Loss of color would be evident to 
all but for rouge. Curves are lost—only angles left—and 
although she denies it she seems tired when she relaxes to tell 
her story. These losses of appetite, color, curves, and vigor 
excite the examiners’ inquisitiveness. Skin test positive! X-ray 
films of her chest show early tuberculosis. If it is early enough 
rest, plentiful food, fresh air and sunshine, corrected posture 
and later exercises will restore her health and beauty. 

The heart from “out of which come all of the issues of 
life!’ How can we know when first it begins to falter or 
weaken or enlarge without regular examination. Many lung 
lesions give scanty symptoms at first—why not have them 
regularly inspected. These two health and beauty giving ma- 
chines are worth the trouble! You would do as much for 
your motor-car engine! 

Worry makes lines in the face and relaxes posture. Many 
women worry silently about their health and their fading 
appearance. They fear the physician will tell them some bad 
news—so off to the beauty shop to salve their conscience and 
spend their money on things that rub off or permanents that 
are temporary. A Periodic Health Examination might sur- 
prise them so pleasantly that wrinkles would be prevented and 
color be maintained or restored by simple routine costing 


little or nothing. Many a physician can practice mental heal- 
ing by reassuring the fearsome person after a health exam- 
ination. 

Ladies! I believe I have you cornered—and while you are 
there let your faith in periodic health examinations, instant 
treatment of wounds and beginning disease and other phases 
of preventive medicine, sprout and grow. Then tomorrow and 
all of the coming days cultivate this new faith and spread 
this gospel of modern scientific realism. You are the natural 
ambassadors of beauty and health and the beauty of health 
and of the principle that healthy beauty is a greater delight 
to self and others than sickly beauty or an applied beauty. 
You can accomplish more than any other group in creating 
a vogue and a demand for preventive medicine. You can 
therefore be an inspiration to physicians whose interest has 
heretofore been largely centered upon the cure of serious 
disease. If physicians talk much about periodic health exam- 
inations or early treatment of apparently trivial troubles, they 
are said to be looking for greater income. Whereas we are 
looking for less income from many smaller but more impor- 
tant tasks—in prevention. What is good for the people is 
good for us, is a little sentence which we devised in a com- 
mittee report four years ago. We believe it now! Physicians 
are striving, must strive to abolish disease as far as may be 
possible. We are greatly hindered in this by the indifference 
of the public to prevention. We desire to protect our people 
from the tragic losses of life and limbs and sight and hearing, 
joint flexibility and digestive power—and all the other func- 
tions of which we are all unconscious until they become 
defective. 


A Christmas Suggestion 
SVAN 


74) SUBSCRIPTION to Vital Speeches would be a welcome gift 
to the man or woman who aims to keep posted on the “best 
thoughts of the best minds,” and to the student who wishes 

to prepare himself for the responsibilities of citizenship. 


Vital Speeches has an especial appeal to all interested in public 
speaking. Your local public and high school librarians would un- 
doubtedly appreciate a gift from you of a subscription. 





If you are already a subscriber you may send in as many more sub- 
scriptions as you need at special price of $2.00 each. Just send in 
the list of names and addresses now. Bill will follow after the holi- 
days. All the recipients will be advised of your gift if you desire. 





